& BEARDRIT

(Stock Code R#MRIE : 23)

Annual Report 2017 4§



Welcome to The Bank of East Asia, Limited’s website

BORERTRITHERARA



CONTENTS
B %

Corporate Profile 02
TR

Financial Highlights 03
BIisHEE

Five-Year Financial Summary 04

SEMBHE

Chairman’s Statement 06
FEBREE

Report of the Senior Management 12
SEEEABREE

Biographical Details of Directors and Senior Management 44

EEkEEERABNEAER

Corporate Information 64
NEVER

List of Outlets 68
g —8

Corporate Governance Report 70
rEERRE

Corporate Social Responsibility 112
TEMERRE

Report of the Directors 128
ExgREE

Independent Auditor’s Report 150
B AZ B AN

Financial Statements 160

BTk

Unaudited Supplementary Financial Information 318

RAEEZATBER

Glossary 333
Flld



02 | The Bank of East Asia, Limited | Annual Report 2017

CORPORATE PROFILE
17 @i ot

Our Vision

To be the trusted and preferred banking partner in

Greater China and beyond.

ﬁ/\’ \

Our Mission

BORBRPEREMBER FEEREBEVRITBME

To ensure every customer experience is positive.

We achieve this by providing best-in-class financial

(EdT)

products and services.

RUELERENTRERRRY  BRSBAUFFRAZHR

BONIRISEEER -

Incorporated in 1918, The Bank of East Asia, Limited is a leading
Hong Kong financial services group with total consolidated assets
of HK$808.9 billion (US$103.5 billion) as of 31st December,
2017. Listed on The Stock Exchange of Hong Kong, the Bank is a
constituent stock of the Hang Seng Index.

BEA provides comprehensive corporate banking, personal banking,
wealth management, and investment services to customers
throughout Greater China and beyond.

The Bank maintains one of the largest retail networks of any bank
in Hong Kong, with full-service branches, SupremeGold Centres for
high net-worth customers, and innovative, extended hour i-Financial
Centres conveniently located throughout the city.

In Mainland China, BEA's wholly-owned subsidiary, The Bank of East
Asia (China) Limited operates more than 100 outlets in 44 cities —
one of the most extensive networks of any foreign bank in China.

Overseas, the Bank maintains an active presence in Southeast Asia,
the United Kingdom, and the United States. Worldwide, BEA serves
customers through more than 200 outlets and offers rewarding and
challenging career opportunities to approximately 10,000 employees.

The BEA Group's subsidiaries further broaden the Bank’s product
offering to meet the increasingly diverse and sophisticated needs of
a burgeoning customer base. BEA's wholly-owned subsidiaries, BEA
Life Limited and Blue Cross (Asia-Pacific) Insurance Limited, serve as
the Bank'’s life insurance and general insurance arms, respectively,
and provide a comprehensive range of insurance solutions for
individual and corporate customers.

The BEA Group strives to be a positive, enabling force in the
communities it serves and is committed to long-term sustainable
development. The Group integrates social, environmental, ethical,
employee, and customer concerns into its business and operations
with the aim of aligning the interests of its stakeholders and the
society at large.

For more information on BEA, please visit your nearest BEA branch
or visit the Bank’s homepage at www.hkbea.com.
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FINANCIAL HIGHLIGHTS
M %=

03

2017 2016
HKS$ Million HK$ Million Change # &)
BEEET BEEET % BO=E
Profitability 2 &t
Total operating income from continuing operations
KB FHER S ET 2 WA 15,953 14,7141 +8.4
Profit attributable to owners of the parent from
continuing operations
KB FHEEEER 2 v BN AN E B IR E A 6,298 3,505 +79.7
Profit attributable to owners of the parent
A] 5 B A 7 B B A BR O A 9,347 3,723 +151.1
Balance Sheet Strength EE& &R
Total loans and advances to customers and trade bills
BFERRBREE S RIBEE 487,686 466,182 +4.6
Total assets
BEMRE 808,942 765,706 +5.6
Total deposits
(EE 608,150 564,646 +7.7
Total equity
PR R M R 4B R 101,214 86,636 +16.8
Earnings Per Share and Dividends Per Share
BRENREREE
Basic earnings from continuing operations
KEFFBREEB 2 EARRT HK$2.09 HK$1.12 +86.6
Basic earnings
RN HK$3.21 HK$1.21 +165.3
Dividends
A& 2 HK$1.28 HK$0.56 +128.6
Key Ratios= Z Lt &
Return on average assets
TR E @ K 1.1% 0.4%
Return on average equity
IR R A an E R 10.3% 4.1%
Cost-to-income ratio from continuing operations
KB FHREEE 2 A S A L& 50.6% 55.8%'
Loan to deposit ratio
EREERL X 77.9% 80.4%
Impaired loan ratio
BB E R & 1.1% 1.5%
Average liquidity coverage ratio  -first quarter HE—FE 150.7% 151.3%
FHRE RS X -second quarter 5 —ZFF 129.5% 141.2%
-third quarter F=ZF% 136.5% 133.5%
-fourth quarter SEMNZE=E 151.7% 137.2%
Common Equity Tier 1 capital ratio
R R E AR 13.2% 12.1%
Tier 1 capital ratio
—RENRLL = 15.1% 13.5%
Total capital ratio
AR & 17.8% 17.4%

! Restated E#f
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FIVE-YEAR FINANCIAL SUMMARY
SEMBEH=

TOTAL EQUITY

101,214

LOANS AND ADVANCES TO CUSTOMERS / TOTAL DEPOSITS / TOTAL ASSETS
EFERRBN / FRAE/ EEARE

808,942

795,891
753,954 AL 765,706

608,150

577,900 592,582 578,020 564,646

473,776

443,287 454,242

405,357 441,506

‘ Loans and Advances to Customers 2 F B3R 5 ‘ Total Deposits fF 54258 ‘ Total Assets EEEEE
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FIVE-YEAR FINANCIAL SUMMARY (CONTINUED)
SEMBHRE (F)

PROFIT ATTRIBUTABLE TO OWNERS OF THE PARENT
T 55 B AN R B A SR A

FIVE-YEAR COMPARISON
5 b8

2013 2014 2015 2016 2017

HK$ Million HK$ Million HK$ Million HK$ Million HK$ Million
BEEET BEEET BEEET BEEET BEHET
68,234 73,444 85,641 86,636 101,214
577,900 592,582 578,020 564,646 608,150
405,357 443,287 441,506 454,242 473,776
753,954 795,891 781,364 765,706 808,942
70% 75% 76% 80% 78%

6,613 6,661 5,522 3,723 9,347
HK$2.78 HK$2.72 HK$1.95 HK$1.21 HK$3.21

HK$1.11 HK$1.11 HK$0.88 HK$0.56 HK$1.28



06 | The Bank of East Asia, Limited | Annual Report 2017

CHAIRMAN'S STATEMENT

The marketplace is becoming ever-more dynamic and
more complex, with new forms of competition and
new opportunities for growth emerging all the time.
Recognising that the operating environment is constantly
in flux, management regularly examines and reviews the
strategies of the Bank holistically in order to ensure that
forward planning remains conducive to the sustainable,
stable and healthy development of the Bank Group.

ASSET QUALITY

The global economy entered a Goldilocks phase in 2017,
neither too hot nor too cold, bringing welcome relief
from the credit pressures that the Bank faced in the
previous two years.

The improving economy, coupled with the measures that
BEA Hong Kong and BEA China introduced to mitigate
credit risk, helped to sustain a recovery in asset quality in
2017. As announced previously, these measures included
a more conservative approach to underwriting standards,
a reduction in exposure to stressed sectors and tighter
limits on loan growth. This strategy has been particularly
effective on the Mainland, where the impaired loan ratio
fell from 2.87% to 1.79% and credit costs declined by
117 basis points year on year. For the Group as a whole,
the impaired loan ratio fell from 1.49% to 1.09% and
credit costs declined by 38 basis points.

COST CONTROL

We maintained strict control over costs in 2017, in
the second year of a three-year cost-saving plan. The
programme targets three main areas: reposition the
branch network for today’s needs; enhance mid and
back-office productivity; and streamline the operating
structure on the Mainland.

In Hong Kong, BEA aims to achieve a 22.5% reduction
in branch floor area by the end of 2018. As of the end
of 2017, 19.6% had already been achieved. Mid and
back-office efficiency is being driven through operations
excellence programmes, aimed at simplifying procedures
and automating processes.

BEA China has reduced its branch footprint by 18% over
the past two years and in 2018 will further streamline
both the physical network and operating procedures.
In addition, BEA China is in the process of establishing
a regional management structure, in order to enhance
credit risk management and improve efficiency.

DIVIDENDS FOR THE LAST 5 YEARS iB1¥ 5 £ g 240 8%
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Following the sale of Tricor Services in early 2017, we
have stepped up efforts to generate more fee income
from our core banking business. To this end, in Hong
Kong we are focusing on innovation in personal
banking, launching convenient new mobile and online
services. We will also enhance our bespoke financial
solutions and wealth management services for high-net-
worth individuals.

In corporate banking, we will deepen our relationships
with strong local and Mainland corporations, marketing
BEA as a one-stop provider of services to finance their
business expansion and/or overseas acquisitions.

Development of new digital, mobile and Fintech solutions
are a priority for this Bank, as these solutions have the
potential to improve the customer experience while
raising both productivity and profitability. Online and
mobile services for individual and corporate customers
are being enhanced to align our digital services with
their every-day banking, lifestyle and business activities,
thereby encouraging active use of our digital platform.

In Hong Kong, our i-Payment Hub will reaffirm BEA’s
position at the forefront of developments in the industry.
This integrated platform allows customers and merchants
to pay, collect and settle payments via all channels,
including QR code. We offer ultimate flexibility, to cater
to all user preferences.

Meanwhile, we are strengthening our ability to identify
emerging trends — both risks and opportunities — by
applying new analytical tools to the data captured by
our expanding digital platform. As digital transactions
increase, we gain instant feedback on our full range of
services and solutions, and can adapt quickly to changing
market conditions.

With economic conditions improving on the Mainland,
we are actively developing new business areas that will
sustain our growth over the long term. In particular, BEA
China is expanding its consumer lending capability in
order to capture emerging demand as China transitions
to a consumer society.

We see strong potential in this area. System-wide, non-
mortgage retail lending grew by over 40% year-on-year
in 2017. This trend is expected to continue, outpacing the
increase in corporate lending.

We anticipate that this business will gradually gravitate to
the traditional banking sector in the future, as Mainland
authorities step up efforts to control unregulated lending.
BEA China aims to more than double its consumer loan
customer base by the end of 2020, increasing the share
of retail lending in its portfolio from 19% today to 30%
in 2020.

Meanwhile, we are positioning ourselves as a key service
provider within the Guangdong-Hong Kong-Macao
Bay Area. This dynamic area, combining China’s most
advanced financial and technology hubs, is attracting
the best and the brightest talent from throughout the
Mainland, and is primed to lead China’s development in
the decades to come.

In 2017, we received approval to establish a full-license
securities company (BEA shareholding, 49%) in Qianhai,
and we expect the company to be fully operational in 2018.

In addition to serving Hong Kong and Mainland clients,
we will also step up efforts to serve Chinese communities
abroad.

We will enhance collaboration between Hong Kong,
BEA China and our strategic partners to further develop
cross-border financing business, particularly for Chinese
corporations expanding their business and investments
overseas.

In addition, we will explore opportunities emerging from
the “Belt and Road” initiative, seeking to capture those
that offer strategic value to the Bank Group.
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Partnerships enable us to extend our reach, generating a
two way flow of new business and new relationships. Our
preferred partners are leaders in their respective markets
who choose to work with us due to our presence in key
growth markets, our online and offline networks, and our
full-service capability through the various financial licences
that we hold.

We are expanding our online presence on the Mainland
through collaboration with leading platform companies,
including WeBank and Ctrip. This provides a cost and
time-efficient means to build our consumer-finance
business on the Mainland.

At the heart of our partnership strategy are our cooperation
agreements with our strategic partners CaixaBank and
Sumitomo Mitsui Banking Corporation. We are continually
deepening these relationships in areas such as customer
referrals and cross-border business collaboration.

We ensure that the prevailing capital level is adequate
to meet regulatory requirements and enable the Bank to
operate effectively. In order to maintain a stable CAR for
the Bank Group, optimise asset growth and drive capital
efficiency, we focus on return on risk-weighted assets.
We regularly rebalance our assets in line with market
trends and risk profiles, in order to position the Bank
optimally at all times.

With our focus on risk-weighted returns, we have set a
priority to pursue business initiatives within the risk profiles
that we have established for the Bank Group.

For 2018, BEA will further enhance asset quality, expand
sources of fee income and carry out the third year of our
cost-reduction programme.

Over the medium term, we will align our business initiatives
in China with the economic policies set out in the Mainland’s
national development plans. We will also develop a new-
economy consumer banking business together with our
online partners.

In both Hong Kong and the Mainland, we will expand our
wealth-management business, with separate strategies
crafted for the high-net-worth and mass affluent markets.

In the long term, with a unique and enduring franchise
in Hong Kong and the Mainland, BEA is well-positioned
to serve the personal and business banking needs of local
and international clients.

In closing, | take great pleasure in thanking our Bank'’s
Board of Directors and the directors of our subsidiaries
and associated companies for their invaluable advice
and support during the past year. | also thank the
management and staff of BEA for their dedication and
commitment to providing the best possible service to all
our clients in line with our strategic goals.

The support of our overseas banking partners, in particular
CaixaBank and Sumitomo Mitsui Banking Corp, provides
us with a competitive advantage in the marketplace, and |
am very grateful to them for their close cooperation with
us. | also extend my grateful thanks to our shareholders
and clients for their long-standing loyalty and confidence
in this Bank.

David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 22nd February, 2018
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Financial Performance

For the year 2017, the Group earned a profit attributable
to owners of the parent of HK$9,347 million, representing
an increase of HK$5,624 million or 151.1%, compared
with the HK$3,723 million earned in 2016.

The result includes a net profit of some HK$3 billion
in respect of the disposal of Tricor Holdings Limited
and its subsidiaries, which the Bank has recorded
under profits attributable to owners of the parent from
discontinued operations.

Excluding net profit from discontinued operations, profit
attributable to owners of the parent from continuing
operations amounted to HK$6,298 million, representing an
increase of HK$2,793 million, or 79.7%, compared to 2016.

Basic earnings per share from continuing operations rose
from HK$1.12 in 2016 to HK$2.09 in 2017. Incorporating
discontinued operations, basic earnings per share rose
from HK$1.21 in 2016 to HK$3.21 in 2017.

Return on average assets rose from 0.4% to 1.1%, while
the return on average equity rose from 4.1% to 10.3%.

During 2017, the Group’s net interest income from
continuing operations increased by HK$734 million,
or 6.6%, to HK$11,832 million. Net interest margin
increased from 1.60% to 1.65%, and average interest
bearing assets increased by 3.3%.

Net fee and commission income from continuing
operations grew by HK$36 million, or 1.5%, to
HK$2,493 million. Commission income from securities
and brokerage, retail banking, and asset management
businesses grew, whereas income from trade finance and
loans and guarantees declined.

Net trading and hedging results from continuing
operations increased by HK$193 million to HK$559
million. Net insurance revenue from continuing operations
increased by HK$272 million, or 65.5%, to HK$687
million. Overall, non-interest income from continuing
operations grew by 14.0% to HK$4,121 million.
Operating income from continuing operations increased
by 8.4% to HK$15,953 million.

Total operating expenses from continuing operations fell
by 1.7% to HK$8,067 million. The cost-to-income ratio
improved from 55.8% in 2016 to 50.6% in 2017.

Operating profit before impairment losses from
continuing operations stood at HK$7,886 million, an
increase of HK$1,378 million, or 21.2%, when compared
with 2016.

Impairment losses on loans and receivables from
continuing operations fell by 49.7% to HK$1,742 million.
The Group’s impaired loan ratio fell to 1.09% at the end
of 2017, as compared to 1.49% at the end of 2016.
The impaired loan ratio for Hong Kong operations fell
from 1.03% to 0.91%, while that for Mainland China
operations fell from 2.87% to 1.79%.

Impairment losses on intangible assets from continuing
operations were HK$650 million, largely due to a decrease
in market value of the naming rights of a building
partially owned and occupied by BEA China on the
Mainland. The impairment charge reflects the diminution
in value following a recent change in government policy
regulating advertising billboards.

Operating profit after impairment losses from continuing
operations amounted to HK$5,429 million, an increase of
HK$2,384 million, or 78.3%.

Net profit on the sale of available-for-sale financial assets
from continuing operations increased by 1,046.5% to
HK$1,057 million. Upon transition to HKFRS 9 on 1st
January, 2018, any unrealised gains/losses of available-
for-sale financial assets that are required to be reclassified
as "fair value through profit or loss” as of 31st December,
2017 have to be transferred from revaluation reserve to
the opening balance of retained earnings at 1st January,
2018, and cannot be recycled to the profit and loss
account upon subsequent disposal. Hence, the Group
has chosen to dispose of such available-for-sale financial
assets before the end of 2017, as far as practicable.

Net profit on the disposal of assets held for sale from
continuing operations included a net gain of HK$192
million from the sale of a property in Hong Kong.

Valuation gains on investment properties from continuing
operations increased to HK$522 million.

The Group shared after-tax profits from associates of
HK$388 million from continuing operations, a decrease
of HK$43 million, or 10.1%, compared to 2016.

After accounting for income taxes, profit after taxation
from continuing operations rose to HK$6,370 million, an
increase of 80.7% compared to the HK$3,525 million
recorded in 2016.
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Financial Position

Total consolidated assets of the Group stood at
HK$808,942 million at the end of December 2017, an
increase of 5.6% compared to HK$765,706 million at the
end of 2016.

Gross advances to customers rose by 4.3% to HK$473,776
million, while trade bills negotiated grew by 16.5% to
HK$13,910 million.

Total equity attributable to owners of the parent increased
to HK$89,482 million, up 14.1%, mainly due to the net
profit of HK$9,347 million earned during 2017. Additional
equity instruments increased to HK$8,894 million, up
77.3%, due to an issue of US$500 million in Additional
Tier One Capital Instruments in May 2017.

Subordinated debts issued decreased to HK$12,413
million, down 39.8%, as a USD500 million issue of
subordinated notes was called on 4th May, 2017 and a
SGD800 million issue of subordinated notes was called on
13th September, 2017.

Debt securities issued decreased to HK$1,007 million,
down 85.9%.

Total deposits from customers grew by 6.7% to
HK$571,684 million. Of the total, demand deposits
and current account balances increased by HK$10,525
million, or 14.0%; savings deposits increased by
HK$7,507 million, or 5.9%; and time deposits increased
by HK$17,863 million, or 5.3%. Total deposit funds,
comprising deposits from customers and all certificates of
deposit issued, rose by 7.7% to HK$608,150 million.

The loan-to-deposit ratio stood at 77.9% at the end of
2017, compared to 80.4% at the end of 2016.

As at 31st December, 2017, the total capital ratio, tier
1 ratio, and common equity tier 1 ratio were 17.8%,
15.1%, and 13.2%, respectively. The average liquidity
coverage ratio for the quarter ended 31st December,
2017 was 151.7%, which was well above the statutory
limit of 80% for the year 2017.

S&P Global Ratings

The Bank of East Asia, Limited

Long-term Counterparty Credit A-
(local and foreign currency)

Short-term Counterparty Credit A-2
(local and foreign currency)

Outlook Stable

The Bank of East Asia (China) Limited

Long-term Counterparty Credit A-
(local and foreign currency)

Short-term Counterparty Credit A-2
(local and foreign currency)

Outlook Stable

Moody’s Investor Service

The Bank of East Asia, Limited

Long-term Bank Deposit A3
(local and foreign currency)

Short-term Bank Deposit Prime-2
(local and foreign currency)
Outlook Negative

The outlook is deemed negative by Moody’s for the
following reasons: (1) operating conditions may weaken;
and (2) the adoption of a “bail-in” resolution regime in
Hong Kong in 2017 may provide greater leeway for the
Government to allow a financial institution to fail, under
certain conditions.
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REPORT OF THE SENIOR MANAGEMENT (CONTINUED)

MAJOR RECOGNITION FEXEEFIE1H

1 3 5

The Bank of East Asia, Limited RIR{TERA T

1

10

11

12

13

“2017 Best Bank in Hong Kong”
- Global Finance Magazine

“Quamnet Outstanding Enterprise Awards 2016 — Outstanding
SME Service Provider (Bank)” (for the fourth consecutive year)
- Quam (H.K.) Limited

“2017 Best SME's Partner Award” (for the tenth consecutive year)
- The Hong Kong General Chamber of Small and
Medium Business

“CAPITAL Merits of Achievement in Banking and Finance 2017
— Cross-border Business Award” (for the first year)
- CAPITAL Magazine

“Qutstanding Import and Export Industry Partner Award” (for
the fourth consecutive year)
- The Hong Kong Chinese Importers” & Exporters’ Association

“Best Premium Commercial Card Program”, “Highest Growth
Outstanding Balance — 1st Runner Up” and “Highest Growth
Cardholder Spending — 1st Runner Up”

- Mastercard

“Highest Card Volume Growth (Credit Card) — Bronze
Award”, “Gold Award for 2016 highest number of Online
Payment merchants”, and “Silver Award for 2016 highest
Online Payment transaction volume for merchants”

- UnionPay International

“2016 E-commerce Efficiency-International”
- Visa Inc.

“2017 Best Bank Card Innovation”
- MoneyHero.com.hk

“Best Mobile Banking Application, Hong Kong 2016”
- International Finance Magazine

Excellent Award in “Digital Banking” and “Banking Security of
the Year” in the Financial Institution Awards 2017
- Bloomberg Businessweek Chinese Edition

“Most Innovative Banking Brand, Hong Kong in the Global
Brands Magazine Awards 2017"
- Global Brands Magazine

“Qutstanding Digital Branch Services in the Hong Kong Digital
Brand Awards 2017"
- Metro Broadcast / The Chamber of

Hong Kong Computer Industry

6 7
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2016 FEFRAKREE (EAK —BRXS)]
- Visa EIBR 4844

[2017 S8R4T REIFTALE]

- MoneyHero.com.hk
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The Bank of East Asia (China) Limited 3RZE$R1T (FE) HRA T

14

15

16

17

18

19

20

“2017 Foreign Bank of Excellent Competitiveness in the 2017
Financial Institutions of Excellent Competitiveness”
- China Business Journal

“Annual Foreign Bank of Excellent Competitiveness” in the
2016 - 2017 Financial Excellence Award
- The Economic Observer

“2017 Annual Best Foreign Bank in the 8th Golden Tripod
Award”
- National Business Daily

“2017 Institutional Contribution Award in the Annual
Shanghai Financial Institutions Awards Programme”
- Shanghai Banking Association

“Best 10 Innovation Institutions Award in 2017 YICAI China
Best Financial Planners”
- YICAI

“Best Brand-building Foreign Bank in the 2017 Golden-shell
Award of China”
- 21st Century Business Herald

“2017 Best Financial Planning Mobile APP for Customers in
the Top International Financial Planning Institution Selection”
- International Financial News

[2017 S ) BEETE — 2017 2B
FINE P HEIRTT
- (PEJAEER)

[2016-2017 RS WEEIEE — FEEHHRF N
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- (REEIERER )
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i
- (BN 2 R )

Blue Cross (Asia-Pacific) Insurance Limited B+ (ZEX) REBARA T

21

22

“The Most Favourite Travel Insurance Company Award 2017"
(for the thirteenth consecutive year)
- Weekend Weekly Magazine

“Hong Kong Digital Brand Awards 2017 — Outstanding Online
Travel Insurance Services”
- Metro Broadcast / The Chamber of

Hong Kong Computer Industry

2017 & X ECORERIE A B |GEESE 13FER)
- (FTIRAEG) 7t

(BRI R2017 — 8 R
S HNEL/EEEMES

BEA Union Investment Management Limited RIEHEREEEGRA A

23

“BENCHMARK Fund of the Year Awards 2017: Asia Fixed
Income within Mutual Funds’ House Awards — Best-In-Class”
- BENCHMARK magazine

[CEIE) 2017 FEER AL : R ATALDN
Bk es — FARE]
- (AR At

For the BEA Union Investment Asian Bond and Currency Fund BFRTEETHESREEES

24 "Best Bond Fund, Asia Pacific, Local Currency”

25

(for its 3-year performance)
- Lipper Fund Awards Programme 2017 Hong Kong

“Best Bond Fund, Asia Pacific, Local Currency”
(for its 5-year performance)
- Lipper Fund Awards Programme 2017 Hong Kong

[RIEDARGBEFES (AHEE)| (REBE
3FERIR)
- [BEHES EEFEE2017]

[RESARESES (AHER)| (REBHE

S5ERIE)
- [BiaES EEELE2017]
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Global economic growth picked up steam in 2017. The
United States economy enjoyed continued strength,
while economic conditions in Europe, China, Japan and
emerging markets generally improved.

With solid external demand, Hong Kong's exports jumped
by 8.0% in 2017. Growth in private consumption also
accelerated, as asset markets performed strongly and the
unemployment rate reached a 19-year low of 3.1% in
2017. In addition, a recovery in tourist spending led to a
2.2% increase in retail sales in 2017.

Hong Kong residential property prices rose by 14.8% in
2017. Meanwhile, transaction volume jumped by 14.8%
in 2017, following two consecutive years of decline.
Overall, the Hong Kong economy expanded at a strong
3.9% pace in the first three quarters of 2017.

On the Mainland, the export sector grew by a solid 7.9%
in 2017 on the back of stronger global demand. Consumer
spending stabilised, supported by improving economic
fundamentals. And the internet sector continued to shine,
with China now widely recognised as a global leader in
internet technologies.

The government took advantage of the improving
economic conditions to slow investment growth through
monetary tightening. Shadow banking also came under
greater government scrutiny. Meanwhile, the property
market entered a period of consolidation in late 2017,
after the government introduced new measures to
contain the rise in prices.

Looking ahead, the economic outlook for the near term
is considered benign. Consumer demand should remain
stable. The Chinese government will continue to focus on
structural issues, with the aim of encouraging sustainable
growth. The Chinese economy is likely to grow by 6.5%
in 2018, with inflation around 2.2%.

Turning to Hong Kong, the positive external environment
should sustain favourable economic conditions. However,
a number of global issues, including geopolitical
developments in North Asia, monetary tightening in the
US and the Brexit transition, require close monitoring.

Hong Kong's gross domestic product is forecast to grow by
2.8% in 2018, while the inflation rate will soften to 2.2%.

Business — Hong Kong

The aggregate value of all customer loans and trade
bills of BEA in Hong Kong was 2.7% higher at the end
of December 2017 than at the end of 2016. Customer
loans increased by 3.3% over the period, while debt
investments increased by 4.4% and customer deposits
rose by 5.4%.

Corporate and Commercial Banking

Corporate Banking faced sustained pressure in 2017.
Both net interest income and net fee and commission
income declined compared to the previous year.
Competition remained tight in the loan market, and there
were repayments as corporations turned to other sources
of funding such as issuing notes and bonds.

Following a robust period of growth in cross-border
lending during the early part of the decade, the Bank
has taken a more conservative stance since the 2015
market high. In 2017, Corporate Banking was selective
in its cross-border portfolio in light of tightened controls
on overseas investments and capital outflow. As a result
of this prudent approach, formation of non-performing
loans was significantly reduced. While impairment losses
saw an upturn, this was due to problem loans from the
previous year.

The existing portfolio is healthy, and the Bank is
therefore in a strong position to take advantage of new
opportunities as onshore liquidity tightens and Chinese
corporates return to Hong Kong to raise funds.
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In January 2017, approximately
650 corporate and personal
customers of the Bank attended
BEA's annual Economic and
Market Outlook seminar.
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In particular, Corporate Banking is working closely with
BEA China to solicit clients in Qianhai and the Guangdong-
Hong Kong-Macao Greater Bay Area, where there is
huge potential for growth. After the opening of the Hong
Kong-Zhuhai-Macao Bridge, economic activity in the area
is expected to rise, and the Bank has already brought in
a number of new clients in the real estate, leasing, light
industry and technology sectors. Continued efforts will
be made to develop new relationships in policy-favoured
industries and expand business opportunities.

Meanwhile, the Bank is reaching out to local SME clients
through its Hong Kong branch network, with the aim
of increasing transaction-fee income and diversifying its
customer base. The range of investment and insurance
products offered to corporate clients has been expanded
to meet growing demand for wealth-management
and financial-planning solutions. Demand for treasury
products is also expected to increase as interest rates rise.

Personal Banking

The Bank'’s retail operations continued to benefit from
converting to digital technology and services. Operating
income rose by 16.4% year-on-year in 2017, driven
by double-digit growth in both net interest income
and net fee and commission income. Retail sales of
investment and insurance products for the year reached
a record high. In addition, more "all-in-one” accounts
were opened, and average current and savings account
balances increased.

In November 2017, BEA announced plans to
launch the i-Payment Hub, a seamless integrated
payment platform for merchants and personal
customers in Hong Kong.

BEnERITIN 201711 A - st EIHEH — =X
BB A F 4 i-Payment Hub » STIBERE P RIEA
BF o

The branch transformation project was successfully
completed in 2017, with all 72 branches digitalised.
Penetration of the Bank’s online and mobile service
channels, which have significantly lower transaction
costs, has risen in tandem with this process. At the retail
level, the number of digital customers — those who use
the Bank’s Cyberbanking service or mobile application
regularly — increased by 30.5% year-on-year in 2017.

More and more retail customers are using the Bank's
digital channels to purchase investment products.
Income from sales of linked deposits through
Cyberbanking more than doubled in 2017. Following
a system enhancement in August, online mutual fund
subscriptions have risen strongly.

The Bank is continuing to improve its digital platform. The
recently revamped BEA App combines an attractive and
user-friendly interface with advanced big data capabilities.
Banking functions have been enhanced to encourage
frequent use, while sophisticated analysis of customer
behaviour allows the app to offer a personalised user
experience. With the upcoming “i-Planner” function,
customers will be able to make detailed plans and receive
tailored offers and recommendations. Initially focussed on
travel, future updates will cater to key life events such as
weddings, home purchases and retirement.
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During the year under review, BEA unveiled plans to
introduce the next generation of BEA App in early 2018
featuring the i-Planner, which will provide customers
with personalised services and offers.
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Wealth Management

Private Banking produced another solid performance
in 2017. Net interest income recorded a high single-
digit increase, while investment product revenue grew
significantly due to the buoyant global stock markets.
However, net fee and commission income declined
against an exceptionally strong result in 2016. Overall,
operating income was flat compared to the previous year.

Loans to Private Banking clients increased as customers
sought to leverage their investments in a rising market.
Assets under management grew by 24.0% due to higher
client activity in equity investments, as well as new clients
and funds coming on board.

Continual upgrades are being made to back-office
processes and frontline sales tools, enhancing efficiency
and improving the client experience. Meanwhile, Private
Banking has been working to optimise its client mix and
allocate marketing resources to targeted segments so as
to maximise returns.

Private Banking remains China focussed and, like
Corporate Banking, continues to work closely with the
Bank’s network in the Greater Bay Area to source new
clients and seize opportunities for growth. Mainland
clients now account for 47.1% of Private Banking'’s total
net income.

Insurance and MPF Services

BEA Life Limited, the Bank’s wholly-owned life insurance
arm, recorded growth of 30.0% in new premium income,
notwithstanding the high base set in 2016. Long-term
products with annuity and endowment features performed
well. BEA Life will continue to pursue sustainable growth
in both premium revenue and commission income for the
Bank by maintaining a balanced product mix.

In the general insurance market, competition remained
intense. Underwriting profits for the market as a whole
fell, as players cut rates to pursue top-line growth. Blue
Cross (Asia-Pacific) Insurance Limited, BEA’s wholly-
owned general insurance arm, maintained a disciplined
balance between growth and profitability, achieving
double-digit growth in underwriting profit despite a
slight drop in gross premium income. Online renewals
were extended to all relevant personal general insurance
products, and related premiums generated via digital
channels grew by 31.4%. Blue Cross will continue to
enhance its online capability, and will launch an e-claims
service for travel insurance in the first half of 2018.

Total membership in BEA’s Mandatory Provident Fund
schemes grew to 738,000 at the end of 2017, while AUM
increased by 23.2% to HK$25.5 billion. The MPF business
has become an important fee generator for the Bank, and
profits were boosted in 2017 by solid investment returns
and an effective drive to control costs by streamlining
operations.

Broking Operations

With the combination of improving market sentiment
and stringent cost control, the Bank’s securities
brokerage business experienced a strong rebound in
2017. Brokerage income rose some 40%, while pre-tax
profits more than doubled. In the year ahead, the Bank
will endeavour to increase customer loyalty by offering
incentives while it strives to expand its market share by
launching promotional campaigns and enhancing its
e-channel platform to attract young, affluent clients.

In December, BEA's 49%-owned securities joint venture
in Qianhai, East Asia Qianhai Securities Company Limited,
was granted a Securities and Futures Business License by
the China Securities Regulatory Commission. Being a fully
licensed securities company, EA Qianhai will capitalise on
opportunities arising from the growth of the Mainland’s
capital markets, and leverage online channels and physical
outlets to build its customer base.



HEEE

FLASRITERR 2017 FHRERBER - FHEKA
BISE B HAIGE - MEESREERNBATEZ
RIS M ATR - AT - BRREERAS K
ANFEEE2016 FHSFETRINKIR - BEEZ T -
EBRWAR2017F2IR TR - BEME - KEWA
H12016 FHH%E °

AR EEOHET R EFAR#ETERENIRE » A1TA
ABBITHRFEREIEN - REHNREREEBIE
BER NMEHFEPRFESREA  THEEEEL
F+24.0% °

RITNEAERS T T MAIREETH » ARIEFAN
RXREFPERR - R RARTEBHNELEFA
& UAMEEERABREFPEIEMGHE - AR

e o

RARITEBDE TN PENS - TREDERIT
BEEATABRNDTEKRERAE  UDEHRE
P MZEREFHNEE - R REPIEARTTL
ANIRITRO BRI 47.1% °

R R BB ER%

RTETZESRMBAR — REASRBRERA
A 2016 FRITEE%  M2017 FNFERERE
WA — 58715 30.0% 18K - ERWBFERHER
BHERSRERRERN - REASBEBSEIFY
EHERMES BEHRBSATERERASIWARNR
BiE o

REHRTERDA [ 2017 FH/ | 23

SEEEBAEHREE (&)

—RRBE TS HEFDRNBR . ARE AR FERE
ERERERKPAIE R - ERHIZEENARNE
Tk o REJ|ITET2E —RERBRMBEBLR — &+
F(EXN) RBRAERAREERBIERNANE N ZMH
RIFRFFE - BEREWALBRETE - ARF
BINBGEMEUIEE - @ LERRBCEREMAE
RHEA—RRBRER MERERBEBETRBE
HEHREIRR31.4% © B+ Fi@ERTHE LThae
IR 2018 F £ F AR R H BT REMR -

R2017FK - RERITETRESFT MK E B
#ANZE 738,000% - MEBEREEER EF23.2% 28K
2551BTT - MBS EBHERABAITEENREEWA
TR - XERBEMKERR  MEATHEEEER
RAEBUIEGIKA - 8RR 2017 FEHMLHA -

BN TI5 R RN E MBI AES] - RNITHRE S
RRACETEN 2017 FRYRE « KL ME WAL ML
40% - BATAMIERE —F o« KF - RITHRHEE
BURARFPOEME - WETHEEES @ BILE
FREFA UWRSIFEEMNEP  #EEAD

SN

R12A REAEBEFAREEAR (RER1TH
A% A ERSF AR BPEESFEEEELZE
TRB(RERLFHNEXBFTAIE) - REATEE
REMRBF AR BIMERBEARTISIERNHRZ
W EOMMEBEITHRE  URIEBHEM
FmEPER -



24 The Bank of East Asia, Limited | Annual Report 2017

Business — China

The Mainland economy grew by 6.9% in 2017, slightly
faster than projected at the beginning of the year.
Growth was primarily driven by consumption, investment
and trade, as the Central Government maintained its
focus on supply-side structural reform and deleveraging.
In addition, the Government stepped up efforts to control
systemic financial risk. In line with the economic recovery,
the Renminbi rebounded against the US dollar, following
two years of decline.

BEA's China banking operations returned to profit in
2017, reversing a net loss of HK$462 million in 2016 to
post a HK$318 million gain. The turnaround was mainly
attributable to a reduction in provisions for impairment
losses and ongoing efforts to control operating, funding
and credit costs.

Underlying operating expenses for China banking
operations for 2017 were HK$2,955 million, down 7.0%
year-on-year, while the cost-to-income ratio fell to
63.0%, down 345 basis points year-on-year. Net interest
margin improved to 1.69%, an increase of 3 basis points
compared to the figure reported at the end of 2016. The
impaired loan ratio improved significantly, ending the year
at 1.79%, down 108 basis points year-on-year. Both the
impaired loan gross formation rate and special mention
loans declined.

Efficiency is being enhanced at BEA China through the
ongoing network repositioning programme. During the
year, a total of 12 sub-branches were merged with other
outlets. At the end of 2017, BEA China operated 30
branches and 77 sub-branches in 44 cities on the Mainland.

BEA China also took proactive measures to optimise its
asset and liability structure during the year, emphasising
quality over quantity. Largely due to this conservative
stance, total loans to companies and individuals for BEA's
China banking operations rose by a restrained 6.9% year-
on-year to HK$151,828 million. Total customer deposits
rose by 9.9% to HK$199,322 million.

Following the strategy direction established in 2016,
BEA China stepped up efforts to promote non-property
and consumer loans, cross-border business, and sales
of treasury and wealth management products in order
to diversify its asset and income portfolios. In addition,
BEA China launched innovative credit card and consumer
finance products in partnership with leading internet
platform companies, advancing the digital transformation
of its retail business.

Economic restructuring will remain a priority of the
Central Government for the foreseeable future. The 19th
Party Congress, held in October 2017, set out a roadmap
for the Mainland’s development over the next 30 years,
based on coordinated development of the real economy,
technological innovation and modernisation of finance.

BEA's China banking operations are well positioned to
serve the country’s new economic priorities and capitalise
on opportunities arising from national strategies,
in particular the Belt and Road Initiative and the
development of the Greater Bay Area.

Looking ahead, BEA China will further expand its
corporate banking business, focusing on promoting its
integrated transaction banking services, cross-border
financial solutions and advisory services. Meanwhile, sales
of treasury products will remain a key driver of fee income
for BEA China.

As for retail banking, BEA China will further develop
cooperation with internet platform companies, expand its
consumer finance business and seek to raise fee income
through tailor-made wealth management products,
mobile payment services and digital banking.

BEA China will also enhance efforts to improve capital and
operating efficiency by investing in technology, streamlining
the branch network, centralising operations and resolving
impaired assets. In addition, BEA China’s regional operating
structure will be realigned in order to better pool branch
resources and coordinate client marketing.

BEA is committed to facilitating business and promoting
opportunities for growth on the Mainland, serving the
needs of clients both on the Mainland and overseas.
As the country’s financial markets continue to develop,
becoming ever more efficient and better integrated
with global markets, BEA will be ready to capture new
opportunities as they emerge.
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Business — Macau and Taiwan

The recovery of Macau’'s gaming industry led to a sharp
rebound in the local economy following several lacklustre
years. BEA's Macau operations benefited from the more
favourable market conditions, with total loans and
deposits climbing by 15.7% and 13.3%, respectively,
from a year earlier.

BEA’'s Macau Branch successfully enlarged its customer base,
particularly among professionals and high-net-worth clients,
opening up new opportunities for cross selling of insurance
and investment products. Macau Branch therefore took
special steps to enhance its insurance and investment
product offerings during the year. Sales of investment fund
products helped boost the Branch’s fee income from unit
trusts by 48.4% year-on-year. Looking ahead, Macau Branch
will continue to widen its retail product range and enhance
its online retail banking platform.

BEA's operations in Taiwan continued to face headwinds,
with lending margins coming under pressure due to rising
funding costs and intense competition. The property
market remained stagnant, following cooling measures
introduced by the Government. Facing a tough operating
environment, Taiwan Branch will continue to prioritise
margins over loan growth and look for opportunities
to increase fee and commission income by actively
participating in the syndicated loan market, and acting as
arranger and facility agent.

Business — International

BEA’s US operations posted a 6.4% year-on-year rise in
operating profit and an 18.4% increase in net profit in
2017, in the face of ample liquidity and fierce competition
in the US market. Asset quality remained sound, backed
by prudent underwriting standards.

The US equity market captured the spotlight during the
year, with major indices climbing to new heights, thanks
to improving corporate earnings, favourable labour
market conditions and strong consumer confidence.
While interest rates are expected to rise in 2018, markets
remain buoyant on the back of the passage of the tax
reform package, ongoing deregulation and anticipated
support for infrastructure investment.

Looking ahead, BEA’s New York and Los Angeles
branches will diversify and expand their loan books,
targeting financially strong corporate borrowers in leading
market positions, industries with positive prospects as
well as high-quality real estate projects in gateway cities.

The Bank’s operations in the United Kingdom also
registered solid gains in 2017. Operating profit increased
by 13.1% and net profit by 19.9%, as compared to
2016, despite the uncertainty arising from the UK's
decision to leave the European Union. On the back of
the depreciation of the pound sterling, BEA’s branches
in the UK continued to cater to the strong demand from
overseas investors for quality assets in the UK, particularly
prime London properties.

Other than commercial and residential property lending,
the Bank’s UK branches will continue to diversify their
loan portfolio in non-property sectors and work with
other Mainland, Asian, and international banks to explore
lending opportunities to different industries.

Meanwhile, the operating environment in Singapore
remained challenging in 2017. Singapore Branch recorded a
12.8% decrease in its loan portfolio compared to the end of
2016, mainly due to the continued decline in China-related
trade finance facilities, the Bank’s de-risking strategy and the
decision to prioritise margins over loan growth.



BEA celebrated the 20th Anniversary of its Taipei Branch in
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The Branch’s business development efforts in the middle-
to-large corporate segment will continue into 2018 and
further extend to government-linked corporations. In
addition, the Branch will focus on increasing fee revenue
by strengthening the range of ancillary products cross-
sold to mid-size and large corporations. Given the Bank’s
strong China presence and the role of Singapore as a key
node in China’s Belt and Road Initiative, the Branch will
step up efforts to provide effective cross-border financial
solutions arising from China’s trade flows and investments
in Southeast Asia.

Labuan Branch registered a solid 18.5% rise in its
loan portfolio in 2017. Against the backdrop of keen
competition on pricing and higher funding costs, the
Branch’s lending margins came under pressure. In 2018,
the Branch will target to broaden its customer base by
expanding regional syndicated and bilateral loans to
larger new-to-bank local Malaysian clients. It will also pay
special attention to Mainland clients, who are stepping
up their investments in Malaysia in line with the Belt and
Road Initiative. The Branch will also strive to expand its
fee-generating business by focussing on bank guarantees
and stand-by letters of credit.

Going forward, BEA's overseas branches will continue
their focus on quality lending businesses with an emphasis
on improving return on risk-weighted assets. In addition,
the Bank’s overseas network will continue to maintain
close ties with BEA's Head Office, BEA China, as well as
the Bank’s strategic partners to capture opportunities
from outbound investments by businesses based in
Greater China.

Other Subsidiaries
BEA Union Investment Management Limited

BEA Union Investment recorded a 31.81% increase in
AUM year-on-year in 2017. This growth was mainly due to
the Company’s continued success in penetrating both the
retail and institutional client segments in Europe and Asia.

In response to the growing demand from retail investors
for funds with income features, the Asian Strategic Bond
Fund was introduced at the beginning of the year.

To strengthen its capability in China’s capital market, BEA
Union Investment actively participated in the Stock and Bond
Connect programmes. In addition, BEA Union Investment
set up an investment management wholly foreign-owned
enterprise in Qianhai, Shenzhen to provide investment
solutions to high-net worth clients on the Mainland.

Overseas, the Company extended its distribution to
Switzerland via the Mutual Recognition of Funds Scheme
between Hong Kong and Switzerland.

Credit Gain Finance Company Limited

On 29th November, 2017, the Bank and its wholly-owned
subsidiary, Credit Gain Finance Company Limited, entered
into two agreements with China Financial Services
Holdings Limited (CFSH) and its wholly-owned subsidiary,
KP Credit Gain Finance Company Limited (formerly QL
Finance Company Limited), pursuant to which, CFSH
agreed to purchase the equity interests of the Bank's
subsidiaries in Mainland China carrying out consumer
finance businesses and QL Finance agreed to purchase
the consumer finance loan portfolio of Credit Gain in
Hong Kong. The sale of the Hong Kong loan portfolio
was completed on 19th December, 2017. Completion of
the transfer of the subsidiaries’ equity interests in China is
subject to Mainland regulatory approvals.
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Our People

As of 31st December, 2017, the BEA Group’s continuing
operations employed 9,978 people:

As of 31st As of 31st
Continuing December, 2017 December, 2016
Operations Restated
Hong Kong 4,354 4,506
Mainland China 5,060 5,334
Overseas* 564 549
Total 9,978 10,389

* With effect from 2017, Macau and Taiwan operations are grouped
under Overseas operations and the 2016 figures have been
restated for comparison purposes.

During the year under review, the Bank stepped up
efforts to provide employees with new opportunities and
greater exposure to different areas of its business and
operations. To this end, the Bank encouraged job rotation
among staff members, and further enhanced coaching
and training programmes. The Bank also reviewed its
performance management system, with the aim of
better aligning performance reviews to attainment of the
Bank’s business and governance objectives. To groom
young talent into future leaders, the Bank offered career
development programmes while a wide range of training
was provided for staff, to aid them in their ongoing
professional development and strengthen their people
management and leadership competencies.

To help build staff relations and encourage a healthy
work-life balance, the Bank’s Staff Sports and Recreation
Club organised numerous social and sports activities
throughout the year.

Risk Management Framework

The Group has established an effective risk governance
and management framework in line with the
requirements set out by the Hong Kong Monetary
Authority and other regulators. This framework is built
around a structure that enables the Board and Senior
Management to discharge their risk management-related
responsibilities with appropriate delegation and checks
and balances. These responsibilities include defining
risk appetite in accordance with the Group’s business
strategies and objectives, formulating risk policies that
govern the execution of those strategies, and establishing
procedures and limits for the approval, control, monitoring,
and remedy of risks.

The Risk Committee stands at the highest level of the
Group’s risk governance structure under the Board. It
consists of four independent non-executive directors
(including the Chairman of the Committee) and two non-
executive directors. The Risk Committee provides direct
oversight over the formulation of the Group's institutional
risk appetite, and sets the levels of risk that the Group
is willing to undertake with reference to its financial
capacity, strategic direction, prevailing market conditions,
and regulatory requirements.

The Risk Committee also ensures that the Group’s risk
appetite is reflected in the policies and procedures
that Senior Management and relevant Division Heads
adopt to execute its business functions. Through the
Group’'s management committees at the executive
level, including Crisis Management Committee, Risk
Management Committee, Credit Committee, Asset and
Liability Management Committee, and Operational Risk
Management Committee — and with overall coordination
by the Risk Management Division — the Risk Committee
regularly reviews the Group’s risk management
framework and ensures that all important risk-related
tasks are performed according to established policies with
appropriate resources.
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Enterprise Risk Management

The Group has implemented an Enterprise Risk
Management (“ERM") framework. The ERM framework
is promulgated with the objectives of identifying and
managing potential risks in a holistic and effective
manner, fulfilling the HKMA's higher expectation for risk
management of the Group as a Domestic Systemically
Important Bank, and reinforcing the “Three Lines of
Defence” risk management model.

The Group has adopted a “Three Lines of Defence”
risk management structure to ensure that roles and
responsibilities in regard to risk management within the
Group are clearly defined.

The “Three Lines of Defence” model is summarised as
follows:

e The first line of defence comprises the Risk Owners,
who are division / department heads at Head Office
and heads of significant subsidiaries, together with
staff under their management. They are primarily
responsible for the day-to-day risk management
of their units, including establishing and executing
specific risk control mechanisms and detailed
procedures.

e The second line of defence consists of the Risk
Controllers, who are designated division / department
heads at Head Office. Supported by their respective
divisions and departments, the Risk Controllers
are responsible for setting out a risk management
governance framework, monitoring risks independently
and supporting the management committees in their
oversight of risk management.

e The third line of defence is the Internal Audit Division,
which is responsible for providing assurance on
the effectiveness of the Group’s risk management
framework including risk governance arrangements.

The Group Chief Risk Officer coordinates all risk
management-related matters of the Group, works closely
with the Risk Controllers on the formulation of risk
management policies and exercises risk oversight at the
Group level through a functional working relationship
with all Risk Controllers and Risk Owners.

Principal Risks

The Group faces a variety of risks that could affect its
franchise, operations, and financial conditions. Under the
ERM framework, the principal risks include credit risk,
interest rate risk, market risk, liquidity risk, operational
risk, reputation risk, strategic risk, legal risk, compliance
risk, technology risk, business continuity risk, and new
product and business risk.

The Group has formulated policies to identify, measure,
monitor, control, and report on the various types of
risk and, where appropriate, to allocate adequate
capital to cover those risks. These policies are reviewed
and enhanced on a regular basis to cater for market
changes, statutory requirements, and best practices in risk
management processes.

Measures have been adopted to manage and mitigate
these risks. Moreover, these risk factors are taken
into consideration when formulating the Group’s risk
appetite statement.
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Risk

Description

Management Measures

Credit

Risk of loss arising from a borrower
or counterparty failing to meet its
obligations

Establishment of comprehensive policies, guidelines,
and manuals to set out credit control limits, delegated
lending authorities, credit underwriting criteria, a credit
monitoring process, an internal rating structure, credit
recovery procedures, and a provisioning policy

Interest rate

Risk resulting from adverse movements
in interest rates

- Establishment of comprehensive policies, guidelines,
and manuals to set out control limits

- In determining the level of interest rate risk,
assessments are made for the re-pricing risk, basis risk,
options risk, and yield curve risk components

Market Risk arising from adverse movements - Establishment of comprehensive policies, guidelines,
in market factors such as interest rates, and manuals to set out control limits
foreign exchange, equity prices, and - Measurement and monitoring of potential loss due to
commodities prices, which result in adverse price movements and market volatility
profits or losses for the Group

Liquidity Risk that the Group may not be able - Establishment of comprehensive policies, guidelines,
to meet its obligations as they come and manuals to set out control limits and internal
due because of an inability to obtain liquidity metrics
adequate funding (funding liquidity risk); - Conducting cash flow analysis to monitor funding
or that the Group cannot easily liquidate needs
assets quickly without significantly - Contingency funding plan to clearly stipulate
lowering market prices because of procedures and mitigating actions required to meet
inadequate market depth or market liquidity needs in crisis situations
disruptions (market liquidity risk)

Operational Risk of loss resulting from inadequate Establishment of comprehensive policies, guidelines,
or failed internal processes, people and and manuals to identify, assess, monitor, and report
systems or from external events operational risk of the Bank Group systematically and

effectively, such as setting out operational risk incident
reporting, risk control self-assessment, key risk indicators,
insurance policies, etc.

Reputation Risk that the Group’s reputation is - Establishment of various policies, guidelines, manuals
damaged by one or more events that and codes to ensure compliance with applicable
result in negative publicity about the laws, rules and regulations, and to ensure that the
business practices, conduct, or financial Bank Group maintains a high standard of corporate
condition of the Group. Such negative governance, which in turn helps to safeguard and
publicity, whether true or not, may enhance the Group's reputation
impair public confidence in the Group - Formulation of, and adherence to, the Reputation Risk
and may result in costly litigation or Management Manual, which outlines a systematic
lead to a decline in its customer base, approach to the management of reputation
business, and / or revenue. risk, including a framework for reputation risk

identification, assessment, monitoring, mitigation
and control, thereby protecting and enhancing the
reputation of the Bank Group

- Establishment of the Guidelines for Incident
Response and Management for swift response to and
management of unexpected incidents

- Establishment of Media Guidelines to ensure effective
and consistent delivery of the Group’s key messages
to the media

Strategic Risk of current or potential impact - Establishment of comprehensive policies, guidelines,

on the Group's earnings, capital,
reputation, or standing arising from
changes in the environment the Group
operates in, adverse strategic decisions,
improper implementation of decisions,
or lack of responsiveness to industry,
economic, or technological changes

and manuals, to set out control limits and measures

- Active capital management through projection of the
Capital Adequacy Ratio and Internal Capital Adequacy
Assessment Process to assess the level and structure of
capital resources needed to support the risks that the
Group faces
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Risk

Description

Management Measures

Legal

Risk of loss arising from unenforceable
contracts, lawsuits, or adverse
judgments that may disrupt or otherwise
negatively affect the operations or
financial condition of the Group

Establishment of comprehensive policies, guidelines,
and manuals

Provision of appropriate training courses conducted by
qualified internal personnel and / or external lawyers
/ professionals and the issue of regular reminders to
staff members

Engagement of qualified internal personnel and, when
necessary and appropriate, external lawyers with
appropriate expertise including counsel and senior
counsel for advice

Compliance

Risk of potential losses arising from
legal or regulatory sanctions, fines and
penalties, financial losses or damage to
reputation that the Bank Group may
suffer as a result of its failure to comply
with laws, regulations, rules, related
self-regulatory organisation standards,
and codes of conduct applicable to its
business activities

Establishment of various policies, guidelines and
manuals to ensure compliance with all applicable
legislation, rules, codes of conduct, industry standards
and guidelines issued by the relevant regulatory
authorities that govern the Group’s operations
Formulation of, and adherence to, the Group
Compliance Risk Management Manual, which
outlines a systematic approach to the management of
compliance risk, including a framework for compliance
risk identification, assessment, monitoring, mitigation
and control, thereby enabling the Bank Group to
manage its compliance risk effectively

Conduct of independent regulatory compliance
reviews on major functions of the Bank using a risk-
based approach

Technology

Risk of loss to the Group due to
inadequate or failed technical processes,
people and / or computing systems,
or unauthorised access or disruption
to technology resources, in particular
relating to cyber security and e-banking

Establishment of a technology risk management
framework, supported by comprehensive control
policies, standards, guidelines, and procedures
Adoption of control measures relating to the security
of internet systems and applications, customer
authentication, risk assessment for new products
and services, and confidentiality and integrity of
information

Business
Continuity

Risk of loss arising from business
disruptions in the event of an
incident or crisis. Business disruption
could be caused by the loss of staff
members, information technology and
telecommunication systems, premises,
key service providers, vital records, etc.

Establishment of comprehensive policies, guidelines
and manuals

Conduct of business impact analysis and development
of business continuity plans by all individual functional
units of the Bank Group

Performance of annual drills to test preparedness and
effectiveness of business continuity plans

New Product
and Business

Risk of loss due to insufficient pre-
assessment of significant potential
risks introduced to the Group arising
from the launch of new products,
the structural change of existing
products, and the establishment of
new business operations (i.e. through
the establishment of a new subsidiary
and / or merger & acquisition). The
significant potential risks include Credit
Risk, Market Risk, Operational Risk,
Liquidity Risk, Interest Rate Risk, Legal
Risk, Technology Risk, Compliance Risk,
Strategic Risk, Reputation Risk and
Business Continuity Risk

Establishment of a robust risk governance structure,
supported by comprehensive policies, manuals, control
guidelines and procedures

A structured process, which ensures that before
initiating a new product or business, the potential
significant risks are duly assessed, documented and
vetted. The process also facilitates oversight of new
products and businesses by Senior Management
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Principal Uncertainties

The key uncertainties facing the Group in 2018 and the mitigating measures instituted are set out below:

Uncertainty

Description

Mitigating Measures

Economic
conditions in
the Group'’s
major markets

The Group’s major markets are Hong Kong and Mainland

China.

Downturn in economic conditions in the major markets

can adversely affect:

- the financial conditions and repayment ability of
borrowers;

- personal consumption and customer demand for
banking products; and

- collateral values.

The US Federal Reserve's decision to reduce its balance

sheet and raise interest rates may impact customers’

debt-servicing ability and property prices. In particular,

the timing, frequency, and magnitude of US rate hikes

may increase uncertainties concerning the slower pace of

global economic growth, reversion of asset prices, foreign

exchange markets and liquidity.

The business strategies take into
consideration changing economic
conditions.

Economic trends are closely monitored.
The suitability of risk management
policies and controls are reviewed
and updated on an ongoing basis.

Legal and
regulatory
changes

In view of the increasingly complex operating environment,
legal and regulatory requirements are becoming more
stringent, which may impact the Group’s business
strategies, operations, funding and capital management.

The Group keeps abreast of legal
and regulatory developments and
will seek advice from external
lawyers with appropriate expertise
so as to comply with the legal and
regulatory requirements.

The Group reviews consultation
papers on new laws and regulations
to assess their impact on the Group.
Where appropriate, the Group will
provide input to the regulators both
directly and through industry groups.

External fraud

External fraud has become more sophisticated and more
difficult to prevent in a digital environment.

Control measures have been formulated
to detect and prevent fraud.

The control measures are reviewed
and enhanced on an ongoing basis,
taking into consideration the causes
of external fraud incidents and the
changing technological environment.

Foreign
exchange rate
movement

One of the major concerns for the Group in 2018 is a
possible rebound in the value of the US dollar. Other
concerns include the potential impact on exchange
rates of Federal Reserve action to raise interest rates, the
decision to reduce the Federal Reserve balance sheet,
and political uncertainties such as tensions on the Korean
Peninsula, the progress of Brexit negotiations, and the
contentious political environment in the US.
Another major challenge for the Group is the potential
for adverse movement in the RMB. With a focus on
deleveraging, it is expected that The People’s Bank of
China will manage interbank liquidity prudently. Any
deterioration in credit / liquidity would unnerve market
sentiment, leading to depreciation pressure on the RMB
and higher volatility.
Unexpected fluctuations in foreign exchange rates could affect:
- the value of the Group’s foreign currency and capital
positions; and
- the wealth of the Group’s customers and their
repayment ability; it will also affect counterparty credit
exposure of the derivative transactions.

The Group closely monitors
exchange rate movements and
has laid down policies to manage
currency risk.

Regular stress tests are conducted to
assess the impact of exchange rate
movements on profit and loss and
capital adequacy.

The Group closely observes market
movements. The Group will monitor
its businesses in China and regularly
review the profile of customers with
exposure to China and the RMB.
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REPORT OF THE SENIOR MANAGEMENT (CONTINUED)

Certificates of Deposit, Debt Securities
Issued, and Loan Capital

In 2017, BEA issued floating rate certificates of deposit
and debt securities with a face value of US$122 million;
fixed rate certificates of deposit and debt securities
with a face value of HK$6,990 million, US$857 million,
CNY 104 million, GBP266 million, EUR280 million,
CHF40 million and JPY7,000 million; and zero coupon
certificates of deposit and debt securities with a face value

of HK$4,144 million, US$4,445 million, CNY5,690 million,
GBP546 million, EUR285 million, JPY4,000 million and
CHF90 million. The Group redeemed a quantity of
certificates of deposit and debt securities amounting to
HK$73,319 million equivalent upon maturity.

At the end of December 2017, the face value of the
outstanding certificates of deposit and debt securities
issued was equivalent to HK$37,631 million, with a
carrying amount equivalent to HK$37,473 million.

Maturity Profile of Certificates of Deposit and Debt Securities Issued

As at 31st December, 2017
(All expressed in millions of dollars)

Total Year of Maturity
Face Value 2018 2019 2020

Floating Rate

usD 122 102 20
Fixed Rate (Note)

HKD 3,548 3,248 300

usD 590 590

CNY 104 104

JPY 7,000 7,000

CHF 40 40

EUR 50 50
Zero Coupon

HKD 1,880 1,880

ushD 2,247 2,247

CNY 2,190 2,190

GBP 353 353

JPY 4,000 4,000

CHF 90 90

EUR 35 35
Total Certificates of Deposit and Debt Securities
issued in HKD equivalent 37,631 37,175 300 156

Note:

Associated interest rate swaps have been arranged in order to manage interest rate risk from long-term certificates of deposit and debt securities

issued, if deemed necessary.

In 2017, the Group redeemed a quantity of loan capital amounting to HK$8,538 million equivalent.

At the end of December 2017, the face value of the outstanding loan capital issued was equivalent to HK$12,501 million,

with a carrying amount equivalent to HK$12,413 million.
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REPORT OF THE SENIOR MANAGEMENT (CONTINUED)

Maturity Profile of Loan Capital

As at 31st December, 2017
(All expressed in millions of dollars)

Total Year of Maturity
Face Value 2020 2024 2026
USD (Notes 1 & 2) 1,600 600 500 500
Total Loan Capital issued in HKD equivalent 12,501 4,689 3,906 3,906

Notes:

1. The US$500 million loan capital that matures in 2024 will be callable on 20th November, 2019.
2 The US$500 million loan capital that matures in 2026 will be callable on 3rd November, 2021.

COMPLIANCE

Compliance is an integral part of the Group’s corporate
governance. BEA is acutely aware of the potential risks
of regulatory non-compliance, which could lead to legal
or regulatory sanctions, supervisory actions or financial
penalties imposed by regulators, financial losses, and/or
the loss of reputation to the Group (i.e. compliance risk).

To address the growing compliance requirements, the
Compliance Division is responsible for overseeing the
regulatory compliance framework and monitoring the
compliance risks for the Group; communicating new
regulatory requirements to affected units; delivering
compliance advice for the implementation of relevant
regulations; conducting regulatory compliance reviews on
a risk-based approach; and regularly reporting compliance
matters to the Group’s management committees. Any
significant compliance issues, including those related to
anti-money laundering and counter-terrorist financing,
are also reported to the Risk Committee and the Board
of Directors via the Operational Risk Management
Committee. Through the support of the Risk and
Compliance Function established in the Bank’s business,
functional, and operations units, which act as the first
line of defence against regulatory non-compliance, a
comprehensive and efficient compliance risk management
framework is maintained within the Group.

In view of the increasing demand on banks to comply
with new and tighter regulations — including those
related to anti-money laundering and counter-terrorist
financing; the Foreign Account Tax Compliance Act of
the United States of America; new legislation in Hong
Kong for implementing the international standard on
the automatic exchange of financial account information
in tax matters; and cross-border business, personal data
protection, insurance and investment products sales
practices, etc. — BEA expects compliance requirements to
remain unavoidably high in the coming years.

By order of the Board
David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 22nd February, 2018
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Dr. the Hon. Sir David LI Kwok-po

GBM, GBS, OBE, JP, MA Cantab. (Economics & Law), Hon. LLD
(Cantab), Hon. DSc. (Imperial), Hon. LLD (Warwick), Hon. DBA
(Edinburgh Napier), Hon. D.Hum.Litt. (Trinity, USA), Hon. LLD (Hong
Kong), Hon. DSocSc (Lingnan), Hon. DLitt (Macquarie), Hon. DSocSc
(CUHK), FCA, FCPA, FCPA (Aust.), FCIB, FHKIB, FBCS, CITP, FCIArb,
Officier de I’Ordre de la Couronne, Grand Officer of the Order of
the Star of Italian Solidarity, The Order of the Rising Sun, Gold Rays
with Neck Ribbon, Commandeur dans I'Ordre National de la Légion
d’Honneur

Chairman & Chief Executive and Member of the Nomination
Committee

Sir David, aged 79, joined the Bank in 1969. He was appointed
a Director in 1977, Chief Executive in 1981, Deputy Chairman
in 1995 and Chairman in 1997. Sir David is the Chairman or a
Director of various members of the Bank Group, and he is also the
Chairman or a Member of various board committees of the Bank
and its Group members.

Sir David is an Independent Non-executive Director of Guangdong
Investment Limited, The Hong Kong and China Gas Company
Limited, The Hongkong and Shanghai Hotels, Limited, PCCW
Limited, San Miguel Brewery Hong Kong Limited and Vitasoy
International Holdings Limited. He is also a Director of Hong Kong
Interbank Clearing Limited. He was an Independent Non-executive
Director of SCMP Group Limited (now known as Great Wall Pan
Asia Holdings Limited).

Sir David is a Member of the Council of the Treasury Markets
Association. He is Founding Chairman of The Friends of Cambridge
University in Hong Kong Limited, Chairman of the Advisory Board
of The Salvation Army, Hong Kong and Macau Command and
Chairman of the Executive Committee of St. James’ Settlement. He
was a Member of the Legislative Council of Hong Kong from 1985
t0 2012.

Sir David is the brother of Professor Arthur LI Kwok-cheung, the
cousin of Mr. Aubrey LI Kwok-sing and Mr. Stephen Charles LI
Kwok-sze, and the father of Mr. Adrian David LI Man-kiu and Mr.
Brian David LI Man-bun.
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Napier), Hon. D.Hum.Litt. (Trinity, USA), Hon.
LLD (Hong Kong), Hon. DSocSc (Lingnan), Hon.
DLitt (Macquarie), Hon. DSocSc (CUHK), FCA,
FCPA, FCPA (Aust.), FCIB, FHKIB, FBCS, CITP,
FCIArb, Officier de I’Ordre de la Couronne,
Grand Officer of the Order of the Star of Italian
Solidarity, The Order of the Rising Sun, Gold
Rays with Neck Ribbon, Commandeur dans
I"Ordre National de la Légion d’Honneur
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Professor Arthur LI Kwok-cheung

GBM, GBS, MA, MD, M.B.B.Chir (Cantab), DSc (Hon), DLitt (Hon),
Hon DSc (Med), LLD (Hon), Hon Doc (Soka), FRCS (Eng & Edin),
FRACS, Hon FACS, Hon FRCS (Glasg & 1), Hon FRSM, Hon FPCS, Hon
FCSHK, Hon FRCP (Lond), JP

Deputy Chairman, Non-executive Director and Member of the
Remuneration Committee

Professor Li, aged 72, was a Director of the Bank (1995-2002) and
was re-appointed a Director in 2008 and was appointed a Deputy
Chairman in 2009.

Professor Li is a Member of the Executive Council of the Hong Kong
Special Administrative Region (“HKSAR") (he was also a Member
from 2002 to June 2007 and from July 2012 to June 2017). He is a
Member of the National Committee of the Chinese People’s Political
Consultative Conference. Professor Li is also the Chairman of the
Council for Sustainable Development of the Government of HKSAR
and the Chairman of the Council of the University of Hong Kong.

Professor Li is an Independent Non-executive Director of Shangri-
La Asia Limited and Nature Home Holding Company Limited, and
a Non-executive Director (from May 2010 to December 2014, and
was re-appointed on 20th January, 2016) of BioDiem Ltd. (delisted
from Australian Securities Exchange in November 2013). He was a
Director of CaixaBank, S.A. (listed in Spain).

Professor Li was the Secretary for Education and Manpower of
the Government of HKSAR (2002-June 2007). Before these
appointments, he was the Vice Chancellor of the Chinese University
of Hong Kong (1996-2002) and was the Chairman of Department
of Surgery and the Dean of Faculty of Medicine of the Chinese
University of Hong Kong.

Professor Li had held many important positions in various social
service organisations, medical associations, and educational bodies,
including the Education Commission, Committee on Science
and Technology, the Hospital Authority, the Hong Kong Medical
Council, the University Grants Committee, the College of Surgeons
of Hong Kong, and the United Christian Medical Services Board. He
was a Member of the Board of Directors of the Hong Kong Science
and Technology Parks Corporation and the Hong Kong Applied
Science and Technology Research Institute, and Vice President of
the Association of University Presidents of China. He was a Hong
Kong Affairs Adviser to China.

Professor Li is the brother of Dr. the Hon. Sir David LI Kwok-po,
the cousin of Mr. Aubrey LI Kwok-sing and Mr. Stephen Charles LI
Kwok-sze, and the uncle of Mr. Adrian David LI Man-kiu and Mr.
Brian David LI Man-bun.
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Dr. Allan WONG Chi-yun

GBS, MBE, BSc, MSEE, Hon. DTech, JP

Deputy Chairman, Independent Non-executive Director, Chairman
of the Nomination Committee, Member of the Audit Committee,
the Remuneration Committee and the Risk Committee

Dr. Wong, aged 67, was appointed a Director in 1995 and a Deputy
Chairman in 2009. He is the Chairman and Group Chief Executive
Officer of VTech Holdings Limited. Dr. Wong is an Independent
Non-executive Director of China-Hongkong Photo Products
Holdings Ltd., Li & Fung Ltd and MTR Corporation Limited.

Dr. Wong holds a Bachelor of Science degree in electrical
engineering from the University of Hong Kong, a Master of Science
degree in electrical and computer engineering from the University
of Wisconsin and an honorary degree of Doctor of Technology from
the Hong Kong Polytechnic University.
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Mr. Aubrey LI Kwok-sing

ScB, MBA
Non-executive Director and Member of the Risk Committee

Mr. Li, aged 68, was appointed a Director in 1995. He is Chairman
of IAM Holdings (Hong Kong) Limited and Chairman of the Advisory
Board of MCL Financial Group Limited, both Hong Kong based
investment firms. Mr. Li possesses extensive experience in the fields
of investment banking, merchant banking and capital markets. He
is also an Independent Non-executive Director of Cafe de Coral
Holdings Limited, Kunlun Energy Company Limited, Kowloon
Development Co. Ltd, Pokfulam Development Company Limited
and Tai Ping Carpets International Limited. He was an Independent
Non-executive Director of China Everbright International Limited.

Mr. Li has an ScB in Civil Engineering from Brown University and a
Master of Business Administration from Columbia University.

Mr. Li is the cousin of Dr. the Hon. Sir David LI Kwok-po, Professor
Arthur LI Kwok-cheung and Mr. Stephen Charles LI Kwok-sze, and
the uncle of Mr. Adrian David LI Man-kiu and Mr. Brian David LI
Man-bun.
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT (CONTINUED)

EEREBREEAENBEAER (&)

Mr. Winston LO Yau-lai

SBS, BSc, MSc
Non-executive Director

Mr. Lo, aged 76, was appointed a Director in 2000. He is the
Executive Chairman of Vitasoy International Holdings Limited.

Mr. Lo graduated from the University of lllinois with a Bachelor of
Science degree in Food Science and gained his Master of Science
degree in Food Science from Cornell University.

Mr. Lo is the Chairman of Ping Ping Investment Company Ltd. He is
an Honorary Court Member of the Hong Kong University of Science
and Technology and a Life Member of Cornell University Council.
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Mr. Stephen Charles LI Kwok-sze

BSc (Hons.), ACA
Non-executive Director

Mr. Li, aged 58, was appointed a Director in 2006. He is a Member
of the Institute of Chartered Accountants in England and Wales.
Mr. Li holds a Bachelor of Science (Hons.) Degree in Mathematics
from King’s College, University of London, U.K. He is a Director of
a hedge fund based in Europe and Affin Hwang Investment Bank
Berhad. He has extensive experience in investment banking, having
held senior capital markets positions with international investment
banks in London and Hong Kong.

Mr. Li is a member of the Executive Committee and the Honorary
Treasurer of The Keswick Foundation.

Mr. Li is the cousin of Dr. the Hon. Sir David LI Kwok-po, Professor
Arthur LI Kwok-cheung and Mr. Aubrey LI Kwok-sing, and the uncle
of Mr. Adrian David LI Man-kiu and Mr. Brian David LI Man-bun.
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Dr. Isidro FAINE CASAS
Non-executive Director and Member of the Nomination Committee
Dr. Fainé, aged 75, was appointed a Director in 2009.

Dr. Fainé is the Chairman of the Board of trustees of the Caixa
d’Estalvis i Pensions de Barcelona “la Caixa” Banking Foundation Note!
(hereinafter “la Caixa” Banking Foundation).

Dr. Fainé is the Chairman of Criteria Caixa, S.A. Sociedad
Unipersonal "ot (hereinafter Criteria Caixa). Criteria Caixa is a non-
listed holding company fully controlled by the “la Caixa” Banking
Foundation, which manages all of the group’s shareholdings in
strategic sectors, including financial, energy, infrastructure, services,
and real estate. Within financial sector, it has a stake in CaixaBank,

A. (listed in Spain), the leading financial group in the Spanish
retail banking market.

Dr. Fainé currently holds chairmanships and directorships in
other listed companies, where “Criteria Caixa Group” has an
interest, as follows:

(i) Deputy Chairman of Telefénica, S.A. (integrated operator in the
telecommunication sector, listed in Spain)

(i) Board Member of Suez, S.A. (an expert group in water and
waste management, listed in France and Brussels)

Dr. Fainé was Director and Chairman of the Board of Gas Natural
SDG, S.A. (listed in Spain) until 6th February, 2018, when he was
appointed Honorary Chairman. He was also Second Vice Chairman
of Sociedad General de Aguas de Barcelona, S.A., and First Vice
Chairman of Repsol, S.A. (listed in Spain) until September 2016,
a Director of Grupo Financiero Inbursa, S.A.B. de C.V. (listed
in Mexico) until 2011 and a Board Member of Banco BPI, S.A.
(listed in Portugal) until October 2016. Dr. Fainé was Chairman of
Abertis Infraestructures, S.A. until 11th May 2009 when he was
appointed First Vice Chairman, position that he held until 17th
February, 2015. Dr. Fainé remained as Director of the company
until 15th May, 2015, when he ceased on his position in Abertis
Infraestructuras, S.A..
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Dr. Fainé is a Member of the Royal Academy of Economics
and Finance and of the Royal Academy of Doctorate Holders,
Chairman of the Spanish Confederation of Savings Banks (CECA),
Chairman of the European Savings Banks Group (ESBG) and
Deputy Chairman of the World Savings Banks Institute (WSBI). He
is also Chairman of the Spanish Confederation of Directors and
Executives (CEDE), the Spanish Chapter of the Club of Rome and
the Circulo Financiero. Dr. Fainé is also a Member of the Board of
Trustees of the Prado Museum.

Dr. Fainé began his professional banking career as Investment
Manager for Banco Atlantico in 1964, later becoming General
Manager of Banco de Asuncion in Paraguay in 1969. On his return
to Barcelona, he held various managerial posts in financial entities:
Head of Human Resources at Banca Riva y Garcia (1973), CEO of
Banca Jover (1974) and CEO of Banco Unién (1978).

Dr. Fainé joined “la Caixa” and was appointed Deputy Executive
General Manager in 1982. He was appointed CEO in 1999 and
was further appointed Chairman of Caixa d'Estalvis i Pensions de
Barcelona “la Caixa” from June 2007 to June 2014. In June 2014,
“la Caixa” becomes “la Caixa” Banking Foundation, in compliance
with the Savings Banks and Banking Foundations Law of 27th
December, 2013. He was a member of the Board of Directors of
CaixaBank, S.A. (listed in Spain) since 2011, presiding from 2011
until his resignation in June 2016.

Among other academic and professional qualifications, Dr. Fainé
holds a PhD in Economics, an International Senior Managers
Program certificate in Business Administration from Harvard
University, and a Diploma in Executive Management from the IESE
Business School.
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Dr. Peter LEE Ka-kit

GBS, DBA (Hon), JP
Non-executive Director and Member of the Remuneration
Committee

Dr. Lee, aged 54, was appointed a Director in 2013. Dr. Lee
is @ Member of the Standing Committee of the 12th National
Committee of the Chinese People’s Political Consultative
Conference. He is the Vice Chairman of Henderson Land
Development Company Limited and Henderson Investment Limited,
both of which are listed public companies, as well as Henderson
Development Limited. He is also a Non-executive Director of The
Hong Kong and China Gas Company Limited.

Dr. Lee has been appointed as a Justice of the Peace by the
Government of the Hong Kong Special Administrative Region and
awarded an Honorary University Fellowship by The University of
Hong Kong since 2009. He was awarded an Honorary Degree of
Doctor of Business Administration by Edinburgh Napier University in
July 2014. He was awarded the Gold Bauhinia Star (GBS) in 2015 by
the Government of the Hong Kong Special Administrative Region.
He is a member as well as the Chairman of the Board of Directors
of One Country Two Systems Research Institute. He was educated
in the United Kingdom.
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Mr. Adrian David LI Man-kiu

MA (Cantab), MBA, LPC, JP
Executive Director & Deputy Chief Executive

Mr. Li, aged 44, was appointed a Director in 2014. He first joined
the Bank in 2000 as General Manager & Head of Corporate
Banking Division. In April 2009, he was appointed Deputy Chief
Executive for Hong Kong Business, assisting the Chief Executive in
the overall management and control of the Bank Group. He serves
as a Director of several members of the Bank Group, and sits on
various board committees of the Bank and its Group members.

Mr. Li is currently an Independent Non-executive Director of two
listed companies under the Sino Group (Sino Land Company Limited
and Tsim Sha Tsui Properties Limited), China State Construction
International Holdings Limited and COSCO SHIPPING Ports Limited,
and is a Non-executive Director of The Berkeley Group Holdings plc
(listed in London). He also serves as a Member of the International
Advisory Board of Abertis Infraestructuras, S.A. (listed in Spain). He
was previously an Alternate Independent Non-executive Director
of San Miguel Brewery Hong Kong Limited, an Independent Non-
executive Director of Shanghai Fosun Pharmaceutical (Group) Co.,
Ltd (which is dual listed in Hong Kong and Shanghai) and Sino
Hotels (Holdings) Limited.

Mr. Li is a Member of the Anhui Provincial Committee of the
Chinese People’s Political Consultative Conference and a Counsellor
of the Hong Kong United Youth Association. He is also a Board
Member of The Community Chest of Hong Kong, a Member of the
MPF Industry Schemes Committee of the Mandatory Provident Fund
Schemes Authority, a Trustee of The University of Hong Kong's
occupational retirement schemes, an Advisory Committee Member
of the Hong Kong Baptist University’s School of Business and a
Vice President of The Hong Kong Institute of Bankers’ Council.
Furthermore, he serves as a Member of the Election Committees
responsible for electing the Chief Executive of the HKSAR and
deputies of the HKSAR to the 13th National People’s Congress.
He also sits on the Judging Panel of the BAI Global Innovation
Awards. Mr. Li was previously a Member of the Guangdong
Provincial Committee of the Chinese People’s Political Consultative
Conference, a Member of the All-China Youth Federation and
Deputy Chairman of the Beijing Youth Federation.

Mr. Li holds a Master of Management Degree from Kellogg School
of Management, Northwestern University in the US, and a Master
of Arts Degree and Bachelor of Arts Degree in Law from the
University of Cambridge in Britain. He is a Member of The Law
Society of England and Wales, and The Law Society of Hong Kong.

Mr. Li is the son of Dr. the Hon. Sir David LI Kwok-po, the nephew
of Professor Arthur LI Kwok-cheung, Mr. Aubrey LI Kwok-sing and
Mr. Stephen Charles LI Kwok-sze, and the brother of Mr. Brian
David LI Man-bun.
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Mr. Brian David LI Man-bun

MA (Cantab), MBA, FCA, JP
Executive Director & Deputy Chief Executive

Mr. Li, aged 43, was appointed a Director in 2014. He joined the
Bank Group in 2002. He was General Manager & Head of Wealth
Management Division of the Bank from July 2004 to March 2009.
In April 2009, he was appointed Deputy Chief Executive, primarily
responsible for the Bank’s China and international businesses, and
assisting the Chief Executive in the overall management and control
of the Bank Group. He serves as a Director of several members of
the Bank Group, and sits on various board committees of the Bank
and its Group members.

Mr. Li is currently an Independent Non-executive Director of
Towngas China Company Limited, Hopewell Highway Infrastructure
Limited and China Overseas Land & Investment Limited.

Mr. Li holds a number of public and honorary positions, including
being a Member of the National Committee of the Chinese People’s
Political Consultative Conference, a Council Member of the Hong
Kong Trade Development Council, Chairman of the Traffic Accident
Victims Assistance Advisory Committee of the Government of Hong
Kong Special Administrative Region (“HKSARG"), a Member of the
HKSARG Aviation Development and Three-runway System Advisory
Committee and a Member of Market Development Committee,
Financial Services Development Council of the HKSARG.

He is a Council Member of The Hong Kong Management
Association, a Member of the Hong Kong-Europe Business Council,
a Member of the Hong Kong-Taiwan Business Co-operation
Committee, and a Committee Member of the Hong Kong Chapter,
the Institute of Chartered Accountants in England and Wales
(the "ICAEW"). He is also a Vice Chairman of the Asian Financial
Cooperation Association and a Member of the Financial Consulting
Committee for Authority of Qianhai Shenzhen-Hong Kong Modern
Service Industry Cooperation Zone of Shenzhen.

Mr. Li is a Fellow of the Hong Kong Institute of Certified Public
Accountants and a Full Member of the Treasury Markets
Association. Mr. Liis also a Fellow of the ICAEW. He holds an MBA
degree from Stanford University as well as MA and BA degrees
from the University of Cambridge.

Mr. Li is the son of Dr. the Hon. Sir David LI Kwok-po, the nephew
of Professor Arthur LI Kwok-cheung, Mr. Aubrey LI Kwok-sing and
Mr. Stephen Charles LI Kwok-sze, and the brother of Mr. Adrian
David LI Man-kiu.
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Dr. Daryl NG Win-kong

BA, MSc, DHL, JP
Non-executive Director and Member of the Risk Committee

Dr. Ng, aged 39, was appointed a Director in 2015. He is
currently an Executive Director and Deputy Chairman of Sino
Land Company Limited, Tsim Sha Tsui Properties Limited and Sino
Hotels (Holdings) Limited.

Dr. Ng holds a Bachelor of Arts Degree in Economics, a Master
Degree of Science in Real Estate Development from Columbia
University in New York and an Honorary Doctor of Humane Letters
Degree from Savannah College of Art and Design. He was awarded
an Honorary University Fellowship by The Open University of Hong
Kong in 2016.

Dr. Ng is a member of the Global Leadership Council of Columbia
University in the City of New York, a member of the 10th
Sichuan Committee of the Chinese People’s Political Consultative
Conference ("CPPCC"), a member of the 12th Beijing Municipal
Committee of the CPPCC, a member of the 10th and 11th
Committees of the All-China Youth Federation and the Deputy
Chairman of the Chongging Youth Federation. He is the Vice
Chairman of Hong Kong United Youth Association, a member of
the Social Welfare Advisory Committee of the Government of Hong
Kong Special Administrative Region (“HKSARG"), a member of
the Executive Committee of Hong Kong Sheng Kung Hui Welfare
Council Limited, a co-opted member of the Community Care Fund
Task Force of Commission on Poverty of HKSARG, a member of the
Council for Sustainable Development of HKSARG, a member of the
Court of the Hong Kong University of Science and Technology, a
member of the Council of the University of Hong Kong, a Council
Member of The Hong Kong Management Association, a Council
Member of the Hong Kong Committee for UNICEF, a member
of NUS Medicine International Council (NIC) at the Yong Loo Lin
School of Medicine of National University of Singapore, a member
of the Board of M Plus Museum Limited, a Board Member of
National Heritage Board, Singapore, a Director of The Real Estate
Developers Association of Hong Kong and a Director of The
Community Chest of Hong Kong.
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Mr. Masayuki OKU

LL.B, LL.M, the Order of Industrial Service Merit Silver Tower
Non-executive Director and Member of the Nomination Committee

Mr. Oku, aged 73, was appointed a Director in 2015. He is an
Independent Non-executive Director of Panasonic Corporation,
Kao Corporation, Komatsu Ltd. and Chugai Pharmaceutical Co.,
Ltd., all of which are companies listed in Japan. Mr. Oku is also
the Honorary Advisor of Sumitomo Mitsui Financial Group, Inc.
("SMFG")Nete 2 (listed in Japan and USA) and an Auditor of Nankai
Electric Railway Co. Ltd. (listed in Japan).

Mr. Oku began his career in 1968 at The Sumitomo Bank, Limited.
After engaging in the bank’s key acquisitions and investments in
the 1980’s, he was transferred to New York and appointed General
Manager of Chicago Branch in 1991. He returned to Tokyo in
1992, assumed the position of General Manager of the Corporate
Planning Department, and was elected as a member of the Board
of Directors of the bank in 1994. In 1999, Mr. Oku was appointed
Secretary General of the Integration Strategy Committee of the
bank, leading its merger process with The Sakura Bank, Limited,
which culminated in the formation of Sumitomo Mitsui Banking
Corporation (“SMBC")¥2 jn 2001. In 2003, he became Deputy
President of SMBC, heading Corporate Banking and International
Banking Units. In 2005, he was appointed President and CEO of
SMBC and Chairman of the Board of SMFG, the holding company
of SMBC. During his tenure as President and CEO of SMBC, he
also served as Chairman of Japanese Bankers Association in 2007
and 2010. In April 2011, he resigned as President and CEO of
SMBC to devote himself to his duties as Chairman of the Board of
SMFG. Mr. Oku also served as Vice Chairman of Keidanren (Japan
Business Federation) from 2011 to 2015. In April 2017, Mr. Oku
stepped down as Chairman of the Board of SMFG and remained as
a Director until 28th June, 2017.

Mr. Oku received his Bachelor of Law degree from Kyoto University
in 1968 and his Master of Laws (LL.M) degree from Michigan Law
School in 1975. He was awarded the Order of Industrial Service Merit
Silver Tower by the Government of the Republic of Korea in 2009.
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Dr. the Hon. Rita FAN HSU Lai-tai

GBM, GBS, DSocSc, JP
Independent Non-executive Director, Chairman of the Remuneration
Committee and Member of the Nomination Committee

Dr. Fan, aged 72, was appointed a Director in 2016. She is
currently an Independent Non-executive Director of China Overseas
Land & Investment Limited and COSCO SHIPPING Ports Limited. She
was an Independent Non-executive Director of COSCO SHIPPING
Holdings Co., Ltd. (formerly known as China COSCO Holdings
Company Limited) and China Shenhua Energy Company Limited.

Dr. Fan is one of Hong Kong's best-known public figures and has
an outstanding track record of community service. Dr. Fan was
appointed to the Legislative Council from 1983 to 1992 and was a
Member of the Executive Council from 1989 to 1992. She became
the President of the Provisional Legislative Council in 1997, and has
since been re-elected as the President of the First, Second and Third
Legislative Council until 30th September, 2008. Dr. Fan served as
President of the legislature of the Hong Kong Special Administrative
Region (“HKSAR") for 11 years.

In the lead-up to Hong Kong's reunification with China, Dr. Fan
played a valuable role as a Member of the Preliminary Working
Committee for the Preparatory Committee for the HKSAR from 1993
to 1995 and of the Preparatory Committee for the HKSAR from 1995
to 1997. She was elected as a Hong Kong Deputy to the 9th, 10th,
11th and 12th sessions of the National People’s Congress (“NPC")
during 1998 to 2018, and was concurrently a Member of the
Standing Committee of the 11th and 12th sessions of the NPC from
2008 to 2018.

Outside the political arena, Dr. Fan is serving as the Chairman
of Board of Management of the Endeavour Education Centre
Limited, the Honorary President of the Hong Kong Breast Cancer
Foundation, and the Honorary Patron of the Hong Kong Transplant
Sports Association.

After graduating from St. Stephen’s Girls' College, Dr. Fan studied
at the University of Hong Kong, and was awarded a Bachelor
degree in Science and a Master degree in Social Science. She was
awarded Honorary Doctorate degrees in Social Science by the
University of Hong Kong, the City University of Hong Kong, the
Hong Kong Polytechnic University, and the Education University
of Hong Kong; and an Honorary Doctorate in Law from the China
University of Political Science and Law of the People’s Republic of
China. Her record of public service was acknowledged by the HKSAR
Government through the award of the Gold Bauhinia Star in 1998
and Hong Kong's top award, the Grand Bauhinia Medal, in 2007.
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Mr. Meocre LI Kwok-wing

BCom, CPA
Independent Non-executive Director, Chairman of the Audit
Committee and Member of the Risk Committee

Mr. Li, aged 62, was appointed a Director in 2016. He is the Chief
Executive of Alpha Alliance Finance Holdings Limited.

Mr. Li was the Managing Partner of Arthur Andersen, one of the
major international accounting firms, taking charge of its Hong
Kong and China operations from September 1993 to February
1995. He was the Managing Director and Head of Corporate
Finance of NatWest Securities Asia from March 1995 to March
1998. He was the Chief Executive of ICEA Finance Holdings Limited
(from March 1998 to March 2002), an investment banking joint
venture between The Industrial and Commercial Bank of China
and the Bank, prior to the company’s becoming a wholly-owned
subsidiary of the Bank, which was subsequently renamed as Tung
Shing Holdings Company Limited and disposed to SinoPac Securities
(Cayman) Holdings Limited on 6th April, 2016.

Mr. Li received a Bachelor of Commerce degree, with distinction,
from University of Alberta, Canada. Upon graduation, he was
awarded the Financial Executives Institute Silver Medal for “Highest
Standing in Finance”. He also earned a Postgraduate Management
Diploma from the Harvard Business School, and is a member of the
Hong Kong Institute of Certified Public Accountants.

Mr. Li is an Independent Non-executive Director of BEA China.
He is also the chairman of its audit committee and a member
of its connected transactions control committee and risk
management committee.
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Dr. the Hon. Henry TANG Ying-yen

GBM, GBS, JP

Independent Non-executive Director, Member of the Audit
Committee, the Nomination Committee and the Remuneration
Committee

Dr. Tang, aged 65, was appointed a Director in March 2017. He
was the Chief Secretary for Administration of the Hong Kong
Special Administrative Region (“HKSAR") Government from 2007 to
2011 and the Financial Secretary of HKSAR Government from 2003
to 2007. He served as a member of the Executive Council of Hong
Kong from 1997 to 2011 and was a member of the Legislative
Council of Hong Kong from 1991 to 1998.

Dr. Tang is a Standing Committee Member of the Chinese People’s
Political Consultative Conference, Chairman of the West Kowloon
Cultural District Authority Board and Chairman of Federation of HK
Jiangsu Community Organisations Limited.

Dr. Tang received a Bachelor of Arts degree from the University
of Michigan. In 1993, Dr. Tang was named Global Leader for
Tomorrow by the World Economic Forum. In 1989, he won the
Young Industrialist of Hong Kong award.

Dr. Tang is an Independent Non-executive Director of BEA China.
He is also chairman of its risk management committee and a
member of its audit committee and remuneration & nomination
committee.
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The Hon. CHAN Kin-por

GBS, BBS, JP
Independent Non-executive Director, Chairman of the Risk
Committee and Member of the Audit Committee

Mr. Chan, aged 63, was appointed a Director in March 2017. He'is
currently a member of the Legislative Council (Insurance Functional
Constituency) of Hong Kong Special Administrative Region
("LegCo"”). Among other duties, he serves as Chairman of the
LegCo Finance Committee.

Mr. Chan has extensive experience in the fields of banking and
insurance. He is an Associate of The Chartered Insurance Institute
(U.K.). He has become a member of the Munich Re China Advisory
Board since 2009 after serving as the Chief Executive of the Munich
Reinsurance Company — Hong Kong Branch for 4 years. Prior to
these appointments, he had worked in various positions at one
of the leading banks in Hong Kong for more than 3 decades and
left as the Assistant General Manager and Head of its Insurance
Group in 2005. He was also Chairman of the Chinese Insurance
Association of Hong Kong from 1998 to 1999 and the Hong Kong
Federation of Insurers from 2004 to 2005.
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Dr. Delman LEE

BEng, DPhil
Independent Non-executive Director, Member of the Audit
Committee, the Nomination Committee and the Risk Committee

Dr. Lee, aged 50, was appointed a Director in March 2017. He is
currently the President and Chief Technology Officer of TAL Apparel
Limited. He is also a non-executive director of Tradelink Electronic
Commerce Limited. He was a non-executive director of Luckytex
(Thailand) Public Co. Ltd. (listed in Thailand).

Dr. Lee is a Council Member of The Hong Kong Productivity
Council, a Council Member of The Hong Kong Management
Association and the Vice Chairman of Sustainable Fashion Business
Consortium. Dr. Lee possesses extensive experience in information
technology and management in global operations. He also has a
strong background in research.

Dr. Lee holds a doctorate from the University of Oxford and a
Bachelor’s degree in Electrical and Electronic Engineering from the
Imperial College, London.

Note T Criteria Caixa, S.A. Sociedad Unipersonal (“Criteria Caixa”), is a wholly-owned
subsidiary of “la Caixa” Banking Foundation.

Each of “la Caixa” Banking Foundation and Criteria Caixa is a substantial
shareholder of the Bank as defined under the Listing Rules and within the
meaning of Part XV of the SFO, the details of which are disclosed in the
“Interests of Substantial Shareholders and Other Persons” section of the
Report of the Directors. Dr. Isidro FAINE CASAS is the Chairman of Criteria
Caixa and the Chairman of the Board of trustees of “la Caixa” Banking
Foundation.

Note2 SMFG owns a 100% interest in SMBC. Both SMFG and SMBC are substantial
shareholders of the Bank as defined under the Listing Rules and within the
meaning of Part XV of the SFO, the details of which are disclosed in the
“Interest of Substantial Shareholders and Other Persons” section of the
Report of the Directors.
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT (CONTINUED)

EERGRBREEAENBEAER (&)

SENIOR MANAGEMENT

Dr. the Hon. Sir David LI Kwok-po

GBM, GBS, OBE, JP, MA Cantab. (Economics & Law), Hon. LLD
(Cantab), Hon. DSc. (Imperial), Hon. LLD (Warwick), Hon. DBA
(Edinburgh Napier), Hon. D.Hum.Litt. (Trinity, USA), Hon. LLD (Hong
Kong), Hon. DSocSc (Lingnan), Hon. DLitt (Macquarie), Hon. DSocSc
(CUHK), FCA, FCPA, FCPA (Aust.), FCIB, FHKIB, FBCS, CITP, FCIArb,
Officier de I’Ordre de la Couronne, Grand Officer of the Order of
the Star of Italian Solidarity, The Order of the Rising Sun, Gold Rays
with Neck Ribbon, Commandeur dans I'Ordre National de la Légion
d’Honneur

Chairman & Chief Executive

(Biographical details are set out on page 44)

SEEEAR
FHESRL

GBM, GBS, OBE, JP, MA Cantab. (Economics &
Law), Hon. LLD (Cantab), Hon. DSc. (Imperial),
Hon. LLD (Warwick), Hon. DBA (Edinburgh
Napier), Hon. D.Hum.Litt. (Trinity, USA), Hon.
LLD (Hong Kong), Hon. DSocSc (Lingnan), Hon.
DLitt (Macquarie), Hon. DSocSc (CUHK), FCA,
FCPA, FCPA (Aust.), FCIB, FHKIB, FBCS, CITP,
FCIArb, Officier de I’Ordre de la Couronne,
Grand Officer of the Order of the Star of Italian
Solidarity, The Order of the Rising Sun, Gold
Rays with Neck Ribbon, Commandeur dans
I’Ordre National de la Légion d’Honneur

FIBARITEARE,
(AABEFEHIINE44H)

Mr. Adrian David LI Man-kiu

MA (Cantab), MBA, LPC, JP
Executive Director & Deputy Chief Executive

(Biographical details are set out on page 53)

FRB/RE

MA (Cantab), MBA, LPC, JP
HITEFRETRARH

(AABEREHHNES3EH)

Mr. Brian David LI Man-bun

MA (Cantab), MBA, FCA, JP
Executive Director & Deputy Chief Executive

(Biographical details are set out on page 54)
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MA (Cantab), MBA, FCA, JP
HITEFRETTEAAER

(AABEFEHIINES4H)



Mr. Samson LI Kai-cheong

FCCA, CPA, FCIS, FCS, HKSI
Deputy Chief Executive & Chief
Investment Officer

Mr. Li, aged 57, joined the Bank

in 1987 as Chief Internal Auditor.

He was promoted to Deputy Chief

Executive & Chief Investment

Officer in April 2009. Mr. Li is

primarily responsible for the Bank's
investment activities and treasury & broking operations including
treasury markets. He is also a Director of various members of the
Bank Group and a Member of various committees appointed by
the Board.

Mr. Li is a Fellow of The Hong Kong Institute of Chartered Secretaries,
the Institute of Chartered Secretaries & Administrators, and The
Association of Chartered Certified Accountants. In addition, he is an
Associate of the Hong Kong Institute of Certified Public Accountants
and a Member of the Hong Kong Securities and Investment Institute.
Mr. Samson Li received his Professional Diploma in Accountancy from
The Hong Kong Polytechnic University.
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Mr. TONG Hon-shing

BSc, ACIB, FHKIB, FCIS, FCS
Deputy Chief Executive & Chief
Operating Officer

Mr. Tong, aged 58, joined the
Bank in 1975. He was promoted
to Assistant General Manager in
1995 and to General Manager in
2000. He was General Manager
& Head of Personal Banking
Division from 2001 to March 2009. He was further promoted
to Deputy Chief Executive and Chief Operating Officer in April
2009. Mr. Tong is primarily responsible for strategic planning
and control, operations support, compliance, human resources,
and corporate communications of the Bank. He is also a Director
of various members of the Bank Group and a Member of various
committees appointed by the Board. Mr. Tong is a Fellow of
The Hong Kong Institute of Bankers, The Hong Kong Institute of
Chartered Secretaries and The Institute of Chartered Secretaries &
Administrators as well as an Associate of The Chartered Institute of
Bankers. He holds a BSc from the University of Manchester.
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CORPORATE INFORMATION

LFHEH

BOARD

Executive Directors

Dr. the Hon. Sir David LI Kwok-po
(Chairman & Chief Executive)

Mr. Adrian David LI Man-kiu
(Deputy Chief Executive)

Mr. Brian David LI Man-bun
(Deputy Chief Executive)

Non-executive Directors

Professor Arthur LI Kwok-cheung
(Deputy Chairman)

Mr. Aubrey LI Kwok-sing

Mr. Winston LO Yau-lai

Mr. Stephen Charles LI Kwok-sze
Dr. Isidro FAINE CASAS

Dr. Peter LEE Ka-kit

Dr. Daryl NG Win-kong

Mr. Masayuki OKU

Independent Non-executive Directors

Dr. Allan WONG Chi-yun
(Deputy Chairman)

Dr. the Hon. Rita FAN HSU Lai-tai
Mr. Meocre LI Kwok-wing

Dr. the Hon. Henry TANG Ying-yen
The Hon. CHAN Kin-por

Dr. Delman LEE
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Audit Committee

Mr. Meocre LI Kwok-wing*' (Chairman)
Dr. Allan WONG Chi-yun*

Dr. the Hon. Henry TANG Ying-yen*
The Hon. CHAN Kin-por*

Dr. Delman LEE*?

Nomination Committee

Dr. Allan WONG Chi-yun* (Chairman)
Dr. the Hon. Sir David LI Kwok-po
Dr. Isidro FAINE CASAS

Mr. Masayuki OKU

Dr. the Hon. Henry TANG Ying-yen*
Dr. the Hon. Rita FAN HSU Lai-tai*3
Dr. Delman LEE*?

Remuneration Committee

Dr. the Hon. Rita FAN HSU Lai-tai* (Chairman)
Dr. Allan WONG Chi-yun*

Dr. Peter LEE Ka-kit

Dr. the Hon. Henry TANG Ying-yen*
Professor Arthur LI Kwok-cheung*

Risk Committee

The Hon. CHAN Kin-por*® (Chairman)
Dr. Allan WONG Chi-yun*®

Mr. Aubrey LI Kwok-sing

Dr. Daryl NG Win-kong

Mr. Meocre LI Kwok-wing*

Dr. Delman LEE*

* Independent Non-executive Director

T Appointed as Chairman of AC on T1st January, 2018

2 Appointed as Member of AC and NC on 1st December, 2017
3 Appointed as Member of NC on 1st December, 2017

4 Appointed as Member of RC on 1st January, 2018

5 Appointed as Chairman of RIC on Tst January, 2018

6 Ceased as Chairman and remains as Member of RIC on 1st January, 2018
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CORPORATE INFORMATION (CONTINUED)
nNAEER (&)

SENIOR ADVISORS

Mr. Joseph PANG Yuk-wing
BSSc, MBA, Hon. DSocSc, Hon. Fellow (CUHK),
ACIB, FHKIB, BBS, JP

Mr. CHAN Tze-ching
BBS, JP

SENIOR MANAGEMENT

Chief Executive

Dr. the Hon. Sir David LI Kwok-po

GBM, GBS, OBE, JP, MA Cantab. (Economics & Law), Hon. LLD
(Cantab), Hon. DSc. (Imperial), Hon. LLD (Warwick), Hon. DBA
(Edinburgh Napier), Hon. D.Hum.Litt. (Trinity, USA), Hon. LLD
(Hong Kong), Hon. DSocSc (Lingnan), Hon. DLitt (Macquarie),
Hon. DSocSc (CUHK), FCA, FCPA, FCPA (Aust.), FCIB, FHKIB,
FBCS, CITP, FCIArb, Officier de I'Ordre de la Couronne, Grand
Officer of the Order of the Star of Italian Solidarity, The Order of
the Rising Sun, Gold Rays with Neck Ribbon, Commandeur dans
I’Ordre National de la Légion d’"Honneur

Executive Director & Deputy Chief Executive
Mr. Adrian David LI Man-kiu
MA (Cantab), MBA, LPC, JP

Mr. Brian David LI Man-bun
MA (Cantab), MBA, FCA, JP

Deputy Chief Executive & Chief Investment Officer

Mr. Samson LI Kai-cheong
FCCA, CPA, FCIS, FCS, HKSI

Deputy Chief Executive & Chief Operating Officer

Mr. TONG Hon-shing
BSc, ACIB, FHKIB, FCIS, FCS

COMPANY SECRETARY

Mr. Alson LAW Chun-tak
FCCA, FCPA, FCIS, FCS

AUDITORS

KPMG
Certified Public Accountants
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BSSc, MBA, Hon. DSocSc, Hon. Fellow (CUHK),
ACIB, FHKIB, BBS, JP

RFBSEE
BBS, JP
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GBM, GBS, OBE, JP, MA Cantab. (Economics &
Law), Hon. LLD (Cantab), Hon. DSc. (Imperial),
Hon. LLD (Warwick), Hon. DBA (Edinburgh
Napier), Hon. D.Hum.Litt. (Trinity, USA), Hon.
LLD (Hong Kong), Hon. DSocSc (Lingnan), Hon.
DLitt (Macquarie), Hon. DSocSc (CUHK), FCA,
FCPA, FCPA (Aust.), FCIB, FHKIB, FBCS, CITP,
FCIArb, Officier de I'Ordre de la Couronne,
Grand Officer of the Order of the Star of Italian
Solidarity, The Order of the Rising Sun, Gold
Rays with Neck Ribbon, Commandeur dans
I'Ordre National de la Légion d’Honneur
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LIST OF OUTLETS
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LIST OF OUTLETS (CONTINUED)
M-85 (&)

With more than 220 outlets worldwide, BEA operates an extensive international network covering Hong Kong and the
rest of Greater China, Southeast Asia, the United Kingdom, and the United States.
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The BEA Group is committed to maintaining high
standards of corporate governance and considers such
commitment essential in balancing the interests of
shareholders, customers and employees; and in upholding
accountability and transparency.

The Bank has in place a corporate governance framework
which identifies all the key participants of the Group and
the ways which they relate to each other and their roles
in the application of effective governance policies and
processes. The Bank has also established a Corporate
Governance Policy which sets out a range of governance
principles and practices to direct and guide the business
conducts and affairs of the Group.

The Bank also constantly reviews and enhances the
effectiveness of the Group's corporate governance practices
by referencing to market trend as well as guidelines and
requirements issued by regulatory authorities.

During the financial year ended 31st December, 2017,
the Bank has complied with all the Code Provisions set
out in the CG Code, except for Code Provision A.2.1 as
explained in section A below. The Bank has also followed
the modules on CG-1, CG-5, Guidance on Empowerment
of INEDs, and circular on Bank Culture Reform issued
by the HKMA. In supporting prudent risk management
and upholding the high ethical standards in the banking
industry, the Bank has published, among others, the Anti-
Bribery and Corruption Policy Statement; the Slavery and
Human Trafficking Statement; and the Whistleblowing
Statement on the website of the Bank.

Corporate Governance Framework

Management
and Staff

Auditors

L

The Board

The Bank is headed by an effective Board which assumes
responsibility for leadership and control of the Bank and
is collectively responsible for promoting the success of
the Bank by directing and supervising the Bank'’s affairs.
The Board takes into account the legitimate interests of
shareholders, customers, employees and other relevant
stakeholders and ensures that the Bank operates in a
reliable, safe manner and meets its obligations on an
ongoing basis.

The Board is responsible for providing strategic direction
and overseeing effective implementation of pre-
determined objectives by the management. It delegates
the day-to-day operation and administration of the Bank’s
business to the Senior Management and the General
Managers.

The Bank has established a Schedule of Matters Reserved
to the Board for Decision (“Schedule”) to formalise the
matters reserved for the Board's approval and delegation
of power to the Board, the Senior Management,
General Managers, and specialised committees. The
Schedule will be reviewed periodically to ensure that it
remains appropriate to the Bank’s needs and regulatory
requirements.

Shareholders

Other
Stakeholders

Accountability, Internal Control,
Risk Management and Compliance

Board and

Board Committees
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Specific matters reserved for the Board’s consideration
and decision include:

e (apital plans and management

e Financial Reports

e Business Plans

e Strategic plan and objectives

e Matters in relation to corporate governance functions
e Setting corporate values and standards

e Risk Management and Internal Controls

e Appointments, Removal and Succession Planning of
Directors, Chief Executive, Deputy Chief Executives,
Division Heads, Group Chief Compliance Officer,
Group Chief Financial Officer, Group Chief Risk
Officer and Group Chief Auditor of the Bank

e Substantial investment or disposal of Group’s assets
according to the disclosure requirements of the Listing
Rules

e Public Announcements according to the requirements
of the Listing Rules

While the Board is responsible for formulating overall
strategy to guide and monitor the performance of the

Group, the management of day-to-day operation of the
Group’s businesses and implementation of the strategy
and direction set by the Board has been delegated to the
Senior Management and General Managers.

Board composition and diversity

The Board currently has 17 Directors, including 3 EDs,
8 NEDs and 6 INEDs. Over one-third of the Directors
are INEDs. The majority of NEDs and INEDs ensures the
independence and objectivity of the decisions of the
Board, as well as the thoroughness and impartiality of the
Board's oversight of the affairs of the Bank. They bring
a wide range of business and financial experience to the
Board. An updated list of Directors, identifying their roles
and functions at the Bank, is available on the HKEx's and
the Bank'’s websites.

The compositions of the Board and Board Committees
are shown on pages 64 and 65 under the Corporate
Information. All Directors of the Bank are expressly
identified by categories of EDs, NEDs and INEDs in all
corporate communications that disclose the names of the
Directors.

The Biographies of Directors, including relationships
with members of the Board, Senior Management and
substantial shareholders (as defined in the Listing Rules)
of the Bank, are shown from pages 44 to 63 under the
Biographical Details of Directors and Senior Management.

An analysis of the Board composition during the year is set out below:

Length of service on Board 4 1
1-10 yr 11-25yrs  over 40 yrs
Ethnicity 2 15
Non-Chinese Chinese
Age Group 4 2 5 6
39-50 51-60 61-70 over 70
Designation 3 8 6
ED NED INED
Gender 1 16
Female Male
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The Board has adopted a Board Succession and Diversity
Policy which defines succession planning and diversity
of the Board. Board appointments are based on merit
and candidates are considered against objective criteria,
having due regard for the benefits of diversity on the
Board, including but not limited to gender, age, cultural
and educational background, ethnicity, professional
experience, skills, knowledge and length of service.

The NC reviews the structure, size, composition and
diversity (including the skills, knowledge and experience)
of the Board annually and determines if the Board
discharges its responsibilities effectively and to identify
steps for improvement and; make recommendations
on any proposed changes to the Board composition to
complement the Bank’s corporate strategy. Under the
current Board membership, the Board has a balance of
skills and experience appropriate for the requirements
of the Bank’s business. Directors, who come from a
variety of different backgrounds, have a diverse range
of business, banking and professional expertise and
bring valuable insight in particular areas that support the
development and growth of the Bank. Changes to its
composition can be managed without undue disruption.

Board Expertise and Skills

Banking and
Financial Market
Expertise

Chairman and Chief Executive Officer

Code Provision A.2.1 of the CG Code stipulates that
the roles of chairman and chief executive officer should
be separate and should not be performed by the same
individual.

Dr. the Hon. Sir David LI Kwok-po is the Chairman &
Chief Executive of the Bank. The Board considers that
this structure will not impair the balance of power and
authority between the Board and the management of
the Bank. The division of responsibilities between the
Chairman and the Chief Executive is clearly established
and set out in the job mandate of the Chairman &
Chief Executive. The balance of power and authority is
ensured by the operations of the Board, which comprises
experienced and high calibre individuals and meets
regularly to discuss issues affecting operations of the
Bank. There is a strong independent element in the
composition of the Board. The Board believes that the
current structure is conducive to strong and consistent
leadership, enabling the Bank to make and implement
decisions promptly and efficiently and that Sir David’s
appointment to the posts of Chairman and Chief
Executive is beneficial to the business prospects and
management of the Bank.

Executive
management and
leadership skills

Directing and

Technology
knowledge

supervising the
Bank’s strategies

Mainland Market
Expertise

and performance

Regulation and Public

Policy experience

Global Business
experience
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The Chairman ensures that all Directors are properly
briefed on issues arising at Board meetings. He promotes
a culture of openness and debate and encourages all
Directors to make a full and active contribution to the
Board’s affairs. He also takes the lead in ensuring that
the Board acts in the best interests of the Bank.

The Chairman also ensures that Directors receive, in a
timely manner, adequate information, which is accurate,
clear, complete and reliable, of the Bank.

During the year, apart from the 5 Board meetings held,
the Chairman, who is also an ED of the Bank, held a
meeting with the NEDs (including INEDs) in the absence
of the other EDs and the Senior Management.

Board Meetings

Board meetings are held at least 5 times a year. In
addition, special Board meetings are held when necessary.
Dates of regular Board and Board Committee meetings
are scheduled in the prior year to provide sufficient notice
to give all Directors an opportunity to attend. For special
Board meetings, reasonable notice is given. Board agenda
is approved by the Chairman following consultation
with Directors and the Senior Management. All Board
meetings involve the active participation, either in person
or through other electronic means of communication, of
Directors.

Minutes of the meetings of the Board and Board
Committees record in sufficient detail the matters
considered by the Board and the Board Committees,
the decisions reached, including any concerns raised by
Directors or dissenting views expressed. Draft and final
versions of minutes of the meetings of the Board, the AC,
the RC, the NC and the RIC are sent to all Directors or
respective Board Committee members for their comment
and record within a reasonable period after the meetings
are held.

Minutes of the meetings of the Board, the AC, the RC
and the NC are kept by the Company Secretary whereas
minutes of the meetings of RIC and other Management
Committees (as listed under the Management
Committees in section B on page 96) are kept by the
appointed secretary of each Committee.

The Board also meets with senior executives of the
Bank, including the Group Chief Auditor, Group Chief
Risk Officer and Group Chief Compliance Officer, who
are responsible for internal audit, risk management and
compliance matters of the Bank respectively, at least once
a year to review policies and controls in order to identify
areas that need improvement and address significant risks
and issues.



ITERREFEER LMAESHEENTERNE
H o TERIEARM - BBRFWHXE  YSEMEE
FENRAEFESH - AU SER] BREFS
TENERNTHREN °

EFETERESERKIFTONAITEN  MABE
AR - JBMT R TR SR

FR - BERTHSKEFEGHES - ATEE (O
RAGHHTES) RIRTES (BEBIINT
BF) BT RN RMBITESRSEERAR
B3 o

Exged
SERRATFAWNRL SR - I EAREHS
EREFREINQH - EELRERLTHEANA
HER—EO R BRSBTS -
ERAHEFRHIRE  ARBHATAN - B3
SRANBUEFHHNEFLEEEEARERE
BERRATHE - EFRRBEUEADHEFRY
I - BB TR ARG -

REWRITEMRAT | 2017 F 5k 77

ExghEETZREgNgaCl YeRLRE
EMERFENERRAE (EhBEREFRENGE
B RENREER) BIFELRANLE - BEF
T BRERE® ¥MEES REZESNARZE
BEngdcnNR e EREESHRNAE
HRAAEXBEFINREFTSE TZREEKE -
RHERERR - RRERAERLCEZA °

Exg FERZBEg FHZEekREEZEEewg
FEHATWERT  MARZEGREMEEE
BTEES JINEI7TEBREBEETZEGIET)
mERrElmsEZEeRENNERT -

EEgHEBENNET  RREERSBNSRIT
AB - BRESEEREZ SERRESTEESHE
B SERLFAE—RHBER MEEERE - AR
HREUCER I T AR {a] R 12 B A A R B el o



78 | The Bank of East Asia, Limited | Annual Report 2017

CORPORATE GOVERNANCE REPORT (CONTINUED)

Directors’ attendance records

In 2017, 5 Board meetings were held with an average attendance rate of 92%. Attendance records of Directors at BMs,
ACMs, NCMs, RCMs, RICMs and AGM held in 2017 are as follows:

Number of meetings attended/held in 2017
BM ACM NCM RCM RICM AGM
Executive Directors:
David LI Kwok-po

(Chairman & Chief Executive) 5/5 - 3/3 - - 11
Adrian David LI Man-kiu

(Deputy Chief Executive) 5/5 - - - - 11
Brian David LI Man-bun

(Deputy Chief Executive) 5/5 - - - - 11

Non-executive Directors:
Arthur LI Kwok-cheung'

(Deputy Chairman) 4/5 - - - 3/4 11
Aubrey LI Kwok-sing? 5/5 - - 2/3 4/4 11
Winston LO Yau-lai® 5/5 3/3 3/3 3/3 4/4 11
Stephen Charles LI Kwok-sze 5/5 - - - - 11
Isidro FAINE CASAS? 3/5 - 1/3 - - 11
Peter LEE Ka-kit 5/5 - - 1/3 - 11
Daryl NG Win-kong® 4/5 2/3 2/3 - 3/4 11
Masayuki OKU 4/5 - 2/3 - - 171

Independent Non-executive Directors:
Allan WONG Chi-yun®

(Deputy Chairman) 5/5 3/3 3/3 3/3 4/4 11
Rita FAN HSU Lai-tai’ 5/5 - - 3/3 - 171
Meocre LI Kwok-wing?® 4/5 3/3 - - 4/4 171
Henry TANG Ying-yen® 3/3 2/2 2/2 3/3 - 11
CHAN Kin-por?® 3/3 2/2 - - 3/3 11
Delman LEE" 3/3 - - - 3/3 171
William DOO Wai-hoi'? 2/2 0/1 - - - -
Richard LI Tzar-kai'? 2/3 - - - - 01
KUOK Khoon-ean' 3/3 - 2/2 - - 11
Average attendance rate 92% 88% 82% 83% 93% 95%

" Arthur LI Kwok-cheung was appointed a member of RIC and ceased as a member of RC on 1st January, 2018.

2 Aubrey LI Kwok-sing ceased as a member of RC on 1st January, 2018.

3 Winston LO Yau-lai was re-designated as an NED and ceased as Chairman of AC and member of NC, RC and RIC on 1st January, 2018.
4 Due to family emergency, Isidro FAINE CASAS was not able to attend the BM and NCM in November 2017.

5 Daryl NG Win-kong was re-designated as an NED and ceased as member of AC and NC on 1st January, 2018.

6 Allan WONG Chi-yun ceased as the Chairman of RIC on 1st January, 2018, however, he remained as a member of RIC.

7 Rita FAN HSU Lai-tai was appointed a member of NC on 1st December, 2017.

8 Meocre LI Kwok-wing took over Winston LO Yau-lai's role as the Chairman of AC on 1st January, 2018.

°  Henry TANG Ying-yen was appointed as Director and @ member of AC, NC and RC on 1st March, 2017.

10 CHAN Kin-por was appointed as Director and a member of AC and RIC on 15th March, 2017. He took over Allan WONG Chi-yun’s role as the
Chairman of RIC on Tst January, 2018.

" Delman LEE was appointed as Director and a member of RIC on 21st March, 2017, and a member of AC and NC on 1st December, 2017.
12 William DOO Wai-hoi resigned as a Director and ceased as a member of AC on 18th February, 2017.

13 Richard LI Tzar-kai retired as a Director with effect from the conclusion of the 2017 AGM.

4 KUOK Khoon-ean retired as a Director and ceased as a member of NC with effect from the conclusion of the 2017 AGM.



REMITERDR | 2017 F 3k |

TERERKRSE (

ExgRbFELH

R2017FRITNSANEETLER EF 2 FHUHEEREN2% - SEFEMN2017TFARTHNESS S

TR THNEREEEE REZESER  ARZECERNMRASFEENHFERLENT

79

]

=

BERERE

2017 FEH N/ BITIRE
2 LR %
B58 | Juy | Zne | Zoe | 2ae | BF
L peiy Pty peda e | AFEe
= i = % = i = 0%
HiTEE
TEHE

(EEFITEARE) 5/5 - 3/3 - - 11
ZRB

(BITTiE 4B, ) 5/5 - - - - 1/1
R

(BIFTE 48 %) 5/5 - - - - 11

FHHITEE -
THE"

(GIE/E) 4/5 - - - 3/4 11
ZTEE? 5/5 - - 2/3 4/4 1/1
mRE3 5/5 3/3 3/3 3/3 4/4 1/1
ZEIfT 5/5 - - - - 1/1
BEE 3/5 - 1/3 - - 11
TRE 5/5 - - 13 - 11
KA 4/5 2/3 2/3 - 3/4 11
BIFZ 4/5 - 2/3 - - 1/1

BUIFRNTESE -
=FARS

(BIF/E) 5/5 3/3 3/3 3/3 4/4 11
SBIREZR 5/5 - - 3/3 - 11
TR 4/5 3/3 - - 4/4 11
EHF 3/3 2/2 2/2 3/3 - 11
PR {2 Rt 10 3/3 212 - - 3/3 11
AN 3/3 - - - 3/3 1/1
RIS 12 2/2 01 - - - -
TR 3 2/3 - - - - 01
SRy 3/3 - 2/2 - - 11
FHEREE 92% 88% 82% 83% 93% 95%

W ol N L A W N =

FEER2018F 1 1 HEZHERFNESEZES - WHARBRZEZEEZSE -
FEIER20184F 1 A1 HEHIHMEESZES -

BRIER2018F 1 71 BT ABHNTEE  UHTFERLZESFRERIEEZES FHEZSSNRBREZEEES -
BREBEERESE  BIEERFEHE2017F 11 AINEEGRIEEZAESEH -

FRHER2018F 1 F 1 HFAERHNTEF - WHHTERZESRIEEZEEZE -

EFEFAR2018F 1 A1 HHHEKBREZESFE  WHEFRAREZESES -

SBHERR2017F 12 A1 HEZTRIEEZE88ZE -

FEIRR2018F 1 A1 AEKEERIEHTFEZEZESEF -

JERER2017E3/ 1 AEZHREF ERZES  IFEZE9RFNZEEZEE -

BRIZRR2017F3 15 HEZEREF FREEERABEEELTE WK2018F 1 A1 HEEEFAUHAFRBRESSLE -

FEIAR2017F3F21 HEZFREFRRABREEEEE - WR2017F 12 1 HEZHAEREZEERIGEZEEES -
HEER2017F2 A 1SHRTEERERZESZE -

FEMR 2017 RREF HSHERERITES -

ZBFER 2017 REEIFEEHRERTEERFAIZELZEEELS -



80 The Bank of East Asia, Limited | Annual Report 2017

Responsibilities of Directors

Directors, both collectively and individually, are required
to fulfill fiduciary duties and duties of skill, care and
diligence to a standard commensurate with the standard
established by the Laws of Hong Kong. Every Director
is required to know his/her responsibilities as a Director
of the Bank and of the conduct, business activities and
development of the Bank. The Terms of Reference of
the Board mandate the responsibilities of the Directors
of the Bank and also include the functions of the NEDs
(including INEDs) as specifically required under Code
Provision A.6.2 of the CG Code and other relevant
regulations and guidelines.

INEDs and other NEDs shall make a positive contribution
to the development of the Bank's strategies and policies
through independent, constructive and informed
comments.

The Board regularly reviews the contributions required
from a Director to perform his/her responsibilities to the
Bank, and whether he/she is spending sufficient time
performing them. It also considers whether Directors,
who have multiple board representations, are able to
and have been devoting sufficient time to discharge their
responsibilities as Directors of the Bank.

The Bank has received confirmation from each Director
that he/she has spent sufficient time and attention to
the affairs of the Bank during the year 2017. Directors
have also disclosed to the Bank the number and nature
of offices held in Hong Kong or overseas listed public
companies or organisations and other significant
commitments, with the identity of the public companies
or organisations and an indication of the time involved.
Directors are reminded to notify the Company Secretary
in a timely manner any change of such information.

The Bank has adopted the Directors” Code of Conduct
and Policy on Conflict of Interests (the “Policy”) which
provides guidance to Directors to help them recognise
and deal with ethical issues including the handling of
conflict of interests and fair dealing, and help foster a
culture of honesty and accountability in the best interests
of the Group as well as the shareholders of the Bank.
The Policy also contains a compliance process which
requires declaration by a Director in respect of any (existing
or proposed) contract, arrangement, transaction or other
proposal in which the Director and/or his/her connected
entity (as defined in section 486 of the Companies
Ordinance), is/are directly/indirectly materially interested.
A Director shall not vote on any resolution approving any
contract, arrangement or transaction in which he/she
and/or his/her connected entity has any material interest.

If a Director has a conflict of interest in a matter to be
considered by the Board which the Board has determined
to be material, the matter shall not be dealt with by
way of circulation or by a Committee (except for an
appropriate Board Committee set up for that purpose
pursuant to a resolution passed in a Board meeting) and
a Board meeting shall be held to deal with the specific
matter. INEDs who, and whose associates, have no
material interest in the transaction shall be present at
such Board meeting.

The Bank has established its own code of securities
transactions to be observed by Directors and Chief
Executive, i.e. Policy on Insider Dealing — Directors
and Chief Executive (“Bank’s Policy”) on terms no less
exacting than the required standard set out in Appendix
10 — Model Code for Securities Transactions by Directors
of Listed Issuers (“Model Code”) of the Listing Rules.
Specific enquiries have been made on all Directors of the
Bank. All Directors confirmed that they had complied
with the required standard set out in the Model Code and
the Bank’s Policy at all the applicable times during the
year ended 31st December, 2017.
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The Bank has also established a Policy on Insider Dealing —
Group Personnel to be observed by the employees of the
Bank or directors or employees of the Bank’s subsidiaries,
in respect of their dealings in the securities of the Bank.

In order to assist the Directors to discharge their duties to
the Group, the Bank’s Policy on Obtaining Independent
Professional Advice by Directors sets out the procedures
to enable the Directors, upon reasonable request, to
seek independent professional advice in appropriate
circumstances, at the Bank's expense.

The Bank has arranged a Directors & Officers Liability
and Company Reimbursement Insurance to indemnify
the directors and officers of the Group against claims
made against them jointly and severally for any wrongful
act committed or alleged to have been committed in
their capacity as directors or officers of the Group. The
Bank reviews the scope of insurance annually to ensure
that coverage matches the scale and type of the Bank'’s
businesses and associated risks.

Induction and continuous development

The Bank strives to ensure that the Directors continue
to develop and enhance their skills to better serve its
stakeholders and has established a Policy on Induction
and Professional Development specifying guidelines on
Directors’” induction training and continuous development.

The newly appointed Director receives an Information
Package from the Company Secretary on the first occasion
of his/her appointment. This Information Package is a
comprehensive, formal and tailored induction on the
responsibilities and on-going obligations to be observed
by a Director. In addition, the Information Package
includes materials on the operations and business of
the Bank. The Senior Management and the Company
Secretary will subsequently conduct such briefing as is
necessary, to ensure that the Directors have a proper
understanding of the operations and business of the Bank
and that they are aware of their responsibilities under the
laws and applicable regulations.

During the year, all Directors of the Bank participate in
continuous professional development to develop and
refresh their knowledge and skills. The Bank will keep
Directors updated on areas, including directors’ duties
and responsibilities, corporate governance and changes
in regulatory requirements, to enable them to properly
discharge their duties. The Bank is responsible for
arranging and funding suitable training for Directors.

During the year, all Directors received updated information
in relation to the following topics:

e The Global Public Policy Committee’s “Auditor’s
Response to the Risks of Material Misstatement Posed
by Estimates of Expected Credit Losses under IFRS 9"

e Bank Culture Reform
e Competence and Ethical Behaviour

e (Corporate Governance of Locally Incorporated
Authorized Institutions

e Internal Audit Function

e Non-centrally Cleared OTC Derivatives Transactions —
Margin and Other Risk Mitigation Standards

e On-boarding Programme for INEDs
e Risk Management Framework

e The Sharing and Use of Commercial Credit Data
through a Commercial Credit Reference Agency

e Mandatory Electronic Filing of Disclosure of Interests
Notifications under Part XV of the SFO

e Guidance note on directors’ duties in the context of
valuations in corporate transactions issued by the
Securities & Futures Commission

e Anti-money Laundering and Counter-Financing of
Terrorism

Directors also attended other relevant courses,
conferences and seminars at the Bank’s expense (where
appropriate). All current Directors provided to the Bank a
record of training they received in 2017.
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The following summarises key areas of trainings™°® received by current Directors of the Bank during the year 2017:

Corporate
Governance Bank’s Onboarding
and Risk Regulatory | business and Programme for|  Business Cyber
Directors Management |  Update | management |  HKFRS9 INEDs Ethics Security
Executive Directors:
David LI Kwok-po v v v v 4 4
(Chairman & Chief Executive)
Adrian David LI Man-kiu v v v v v v v
(Deputy Chief Executive)
Brian David LI Man-bun v v v v 4
(Deputy Chief Executive)
Non-executive Directors:
Arthur LI Kwok-cheung v v v v v v 4
(Deputy Chairman)
Aubrey LI Kwok-sing v v 4 4
Winston LO Yau-lai v v v v 4 v
Stephen Charles LI Kwok-sze v v v
Isidro FAINE CASAS v v v v
Peter LEE Ka-kit v v 4
Daryl NG Win-kong v v v v
Masayuki OKU v v v
Independent Non-executive Directors:
Allan WONG Chi-yun v 4 v v v
(Deputy Chairman)
Rita FAN HSU Lai-tai v v v v v
Meocre LI Kwok-wing v v v v 4 4
Henry TANG Ying-yen v v v 4 v
CHAN Kin-por v v v v v v v
Delman LEE v v v v v v 4

Note: Attending seminars/conferences; giving speeches; reading articles, and/or reviewing information are considered as part of the Directors’ training.

Supply of and access to information

Directors are provided in a timely manner with
appropriate information that enables them to make
an informed decision and to discharge their duties and
responsibilities as Directors of the Bank. To ensure that
the Board is well supported by accurate, complete and
timely information, Directors have unrestricted access to
Board papers, minutes and related materials.

The management is aware that it has an obligation to
supply the Board and Board Committees with adequate
information in a timely manner to enable them to make
informed decisions. The information supplied must be
complete and reliable. The Board and each Director
have separate and independent access to the Senior
Management.

In respect of regular BMs and Board Committee meetings,
notice of meetings will be given to all Directors or
respective Committee members about 1 month before the
date of the scheduled meetings; and so far as practicable
in all other cases, an agenda and accompanying meeting
papers are sent in full to the Directors or respective
Committee members one week in advance.

Appointments and re-election of Directors

The Bank uses a formal, considered and transparent
procedure for the appointment of new Directors and
adopts a nomination procedure in the selection of
new Directors and for the succession of appointments
to the Board. The proposed appointment will first be
reviewed by the NC, taking into account the balance of
skills, knowledge, experience and diversity on the Board.
Candidates to be selected and recommended shall meet the
relevant standards set out in the Listing Rules and CG-1.
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A candidate who is to be appointed as an INED should
also meet the independence criteria set out in Rule 3.13
of the Listing Rules and the requirements of the Guidance
on Empowerment of INEDs. Upon recommendation of
the NC, the proposed appointment will be reviewed and,
if thought fit, approved by the Board. According to the
requirement of the Banking Ordinance, prior approval from
the HKMA will also be obtained for appointment of Directors.

A formal letter of appointment, setting out the terms
and conditions of the appointment, and including the
Director’s scope of duties and obligations, is provided to
every new Director of the Bank.

Pursuant to the Articles of Association, Directors (including
NEDs and INEDs) are appointed for a term of not more
than approximately 3 years and on expiration of his/
her term he/she shall be deemed a retiring Director and
eligible for re-election. All new Directors appointed by
the Board are subject to re-election by shareholders of the
Bank at the first general meeting after their appointments
have become effective.

The NC conducts annual review of the independence of
INEDs before confirming their independence status to the
Board. The relevant INEDs will abstain from participating
in the assessments of their own independence.
Particular consideration will also be paid in assessing the
independence of those INEDs who have been serving on
the Board for more than 9 years and seeking re-election
in the AGM. Reasons will be given in the AGM Circular
to explain why the Board believes those INEDs are still
independent and should be re-elected.

Evaluation of the Board and Directors

During the year, the Bank had conducted an evaluation
of the effectiveness of the Board as a whole and the
contributions made by each Director to the effectiveness
of the Board in the form of a questionnaire to all Directors
individually. The evaluation covered Board and Board
Committee structure and composition; Board process and
effectiveness; responsibilities of the Board; and duties
and responsibilities of Directors. The evaluation report
revealed that Board process is effective during the year
2017. All Directors continue to perform effectively and
demonstrate commitment to their roles. The result of the
evaluation had been reviewed by the NC and submitted
to the Board.

The Bank will continue to undertake an evaluation of the
performance of the Board and the Directors annually.

The Board has delegated authority to various Committees
to deal with specific matters under defined terms of
reference. The composition and terms of reference
of these Committees are reviewed and updated
regularly to ensure that they remain appropriate and
in line with the regulatory requirements, the Group's
business and changes in governance practices. These
Committees are categorised as Board Committee or
Management Committee. Board Committees include
the AC, the NC, the RC, the RIC and the Sealing
Committee. Management Committees include the
Executive Committee, the Investment Committee, the
Crisis Management Committee, the Risk Management
Committee, the Asset and Liability Management
Committee, the Credit Committee and the Operational
Risk Management Committee.

All Board Committees adopt the same governance
processes as the Board as far as practicable and report to
the Board on their decisions or recommendations after
each meeting.
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CORPORATE GOVERNANCE REPORT (CONTINUED)

Board Committees

4 hYd hYd hYd hYd N R
Audit Committee Nomination Remuneration Risk Committee Sealing Committee Management
Committee Committee Committees
Mr. Meocre Li* Dr. Allan Wong* Dr. Rita Fan Hsu Lai-tai* || The Hon. Chan Kin-por* || All current Directors ® Executive Committee
(Chairman) (Chairman) (Chairman) (Chairman) o Investment
Dr. Allan Wong* Dr. David Li Dr. Allan Wong* Dr. Allan Wong* Committee
Dr. Henry Tang* Dr. Isidro Fainé Dr. Peter Lee Mr. Meocre Li*
The Hon. Chan Kin- Mr. Masayuki Oku Dr. Henry Tang* Mr. Aubrey Li
por* Dr. Rita Fan Hsu Lai-tai* || Professor Arthur Li Dr. Daryl Ng
Dr. Delman Lee* Dr. Henry Tang* Dr. Delman Lee*
Dr. Delman Lee*
S AN AN AN AN '\ J

* Independent Non-executive Directors Management

Committees under
the oversight of Risk
Committee

o Crisis Management
Committee

 Risk Management
Committee

o Asset and Liability
Management
Committee

o Credit Committee

® Operational Risk
Management
Committee

~ @@

Board Committees the Corporate Information and Biographical Details of
Directors and Senior Management of the 2017 Annual

Audit Committee Report. No former partners of the Bank's external

It is the responsibility of the Board to establish formal auditors is acting as a member of the AC before expiry of
and transparent arrangements for considering how a period of one year commencing the later of the date of
it will apply the financial reporting, risk management his/her ceasing to be a partner of the firm or to have any
and internal control principles and for maintaining an financial interest in the firm.

appropriate relationship with the Bank’s auditors. The
Bank has established an AC with specific written Terms
of Reference which deal clearly with its authorities and
duties included in CG Code.

AC meetings are held at least 3 times a year. The
Chairman & Chief Executive, Deputy Chief Executives,
other senior executives, and the external auditors are
invited to attend these meetings. During the year, the

The Board has delegated its corporate governance external auditors held meetings with the AC members,
functions as set out in Code Provision D.3.1 of the CG without the presence of the Chairman & Chief Executive,
Code to the AC. Deputy Chief Executives and the other senior executives.

As laid down in the Terms of Reference, the AC is The AC is accountable to the Board and the minutes of
responsible for reviewing corporate governance functions, the ACM are kept by the Company Secretary. Draft and
financial controls, risk management and internal control final versions of minutes of the ACM will be sent to all
systems, annual report and accounts, and half-year Directors for their comment and record respectively, in
interim report. both cases within a reasonable period after the meetings.
The AC comprises 5 members and all the members The number of meetings held by the AC and attendance
are INEDs. Their names and biographies are set out in of individual members at ACM in 2017 is recorded on

page 78.
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The following is a summary of the work performed by the
AC during and for the year 2017:

e Reviewed and endorsed the policies and practices
under the Bank’s CG Framework, including
the Corporate Governance Policy and made
recommendations to the Board, where appropriate;

e Reviewed the training and continuous professional
development of Directors and Senior Management;

e Reviewed the policies and practices on compliance
with legal and regulatory requirements;

e Reviewed the code of conduct and compliance
manual applicable to employees and Directors;

e Reviewed the status of compliance with the CG Code
and disclosure in the Corporate Governance Report;

e Met with the external auditors to discuss their audit
work on the Group;

e Reviewed external auditors’ 2017 annual audit plan,
management letter and management’s response;

e Reviewed and approved the appointment of external
auditors for providing non-audit services to the Group;

e Reviewed the Auditors’ Independent Assurance
Reports in respect of the Bank’s financial disclosures
under the Banking (Disclosure) Rules for 2016 and six
months ended 30th June, 2017;

e Reviewed and recommended to the Board for
approval of the audit fee proposal for the Group for
2017,

e Recommended to the Board to re-appoint KPMG as
the Group’s external auditors for 2017,

e Reviewed the internal audit reports covering the
evaluation of risk management and internal control
systems of various operations of the Group;

e Reviewed the adequacies of resources, qualifications
and experience of the staff of the Bank’s accounting,
internal audit and financial reporting functions, and
their training programmes and budget; effectiveness
of the Group’s internal audit function;

e Reviewed the Auditor’s Report regarding the internal
control systems for 2016 prepared under section
63(3A) of the Banking Ordinance;

e Reviewed the on-site examination reports of the
HKMA issued in 2017;

e Reviewed the Interim Report and the interim results
announcement for the six months ended 30th June,
2017;

e Reviewed the audited financial statements and final
results announcement for 2017; and

e Reviewed and approved Group internal audit plan for
2018.

All matters raised by the AC have been addressed by the
Senior Management and the other senior executives.
The work and findings of the AC have been reported
to the Board. During the year, no issues brought to the
attention of the AC and the Board were of sufficient
importance to require disclosure in the Annual Report.

The Board agreed with the AC’s proposal for the re-
appointment of KPMG as the Group’s external auditors
for 2018. The recommendation will be presented for the
approval of shareholders at the 2018 AGM.

The AC has made available its Terms of Reference, on the
websites of the HKEx and the Bank, explaining its role
and the authorities delegated to it by the Board.

The AC is provided with sufficient resources, including the
advice of external auditors and Internal Audit Division, to
discharge its duties.

The Bank has established the Policy on Appointment
of External Auditor for Provision of Non-Audit Services,
setting out the principles by which an external auditor
may be appointed to provide non-audit services, with
a view to ensuring the independence of the external
auditor.

Nomination Committee

The Bank has established an NC with specific written
Terms of Reference which deal clearly with its authorities
and duties. The Terms of Reference of the NC have
included the specific duties set out in Code provision A.5.2
of the CG Code, with appropriate modifications where
necessary.

The NC is responsible for recommending to the Board
on relevant matters relating to appointments, re-
appointment, removal and succession planning of
Directors, Senior Management, Division Heads, Group
Chief Compliance Officer, Group Chief Auditor, Group
Chief Financial Officer and Group Chief Risk Officer;
defining succession planning and diversity of the Board
and performing evaluation of the Board performance and
Directors’ contribution to the effectiveness of the Board.

The NC comprises 7 members and 4 of them are INEDs.
Their names and biographies are set out in the Corporate
Information and Biographical Details of Directors and
Senior Management of the 2017 Annual Report.
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The number of meetings held by the NC and the
attendance of individual members at NCM in 2017 is
recorded on page 78.

The following is a summary of the work performed by the
NC for the year 2017 and up to 28th March, 2018:

e Reviewed the size, structure, composition and diversity
of the Board;

e Reviewed the Procedures for Nomination of Directors;
e Reviewed the Terms of Reference of the NC;

e Reviewed the Management Succession Policy;

e Reviewed the Management Succession Plans;

e Reviewed the Board Succession and Diversity Policy
(the "Policy”) including measurable objectives for
implementing the Policy;

e Reviewed and assessed the evaluation of the Board
performance and Directors’ contribution to the
effectiveness of the Board;

e Assessed the independence status of current INEDs;

e Considered re-election of Isidro FAINE CASAS, Adrian
David LI Man-kiu and Brian David LI Man-bun as
Directors of the Bank to be proposed for shareholders’
approval at the 2018 AGM,;

e Reviewed the changes to the composition of the
Board and Board Committees; and

e (Considered the extension of the employment contract
for the Chief Executive of the Bank.

The NC has made available its Terms of Reference, on the
websites of HKEx and the Bank, explaining its role and
the authorities delegated to it by the Board.

The NC is provided with sufficient resources including the
advice of independent professional firms, if necessary, to
discharge its duties.

Remuneration Committee

The Bank has established an RC with specific written Terms
of Reference which deal clearly with its authority and
duties. The Terms of Reference of the RC have included
the specific duties set out in Code Provision B.1.2 of the
CG Code, with appropriate modifications where necessary.

The RC is responsible for making recommendations to the
Board regarding the Bank’s remuneration policy, and for
the formulation and review of the remuneration packages
of the Directors, Senior Management and Key Personnel
of the Group.

The emoluments payable by the Bank to its Directors
and senior executives are determined taking into
account their role and responsibilities so as to ensure a
fair and competitive remuneration package. The Bank
will also ensure that no Director, Chief Executive or any
of their associates will be involved in deciding his/her
own remuneration.

The RC comprises 5 members and 3 of them are INEDs.
Their names and biographies are set out in the Corporate
Information and Biographical Details of Directors and
Senior Management of the 2017 Annual Report.

The number of meetings held by the RC and the
attendance of individual members at RCM in 2017 is
recorded on page 78.

The following is a summary of work performed by the RC
during and for the year 2017:

e Reviewed the Variable Remuneration for the Senior
Management and Key Personnel for 2016;

e Reviewed the vesting of Deferred Variable
Remuneration for the Awards of the Year 2013 to
2015;

e Considered First Offer and Grant of share options
under the 2016 Scheme to eligible employees
including Senior Management and Division Heads;

e Reviewed the list of Senior Management and other
Key Personnel for 2017,

e Reviewed the Remuneration Packages for the Senior
Management and Key Personnel for 2017,

e Reviewed the Remuneration Packages for the
Executive Director & Chief Executive of BEA China;

e Reviewed the Waiver of the Deferral Arrangement for
gratuity payable to Senior Advisor to BEA China;

e Reviewed the Proposed Minimum Vesting Conditions
for the Award of Deferred Variable Remuneration
to the Members of Senior Management and Key
Personnel;

e Reviewed Annual Salary Review for 2017,

e Reviewed Annual Salary Review for 2017 for the Local
Staff of Overseas Branches and Subsidiaries;

e Reviewed the Usage of Salary Increment Budget for
2016;

e Reviewed the Senior Executive Bonus Scheme for
2017 and onwards;
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e Reviewed the audit on the Bank’s Remuneration
System;

e Reviewed the Terms of Reference of the RC;
e Reviewed the Remuneration Policy; and

e Reviewed HKMA requirements in relation to Bank
Culture Reform and its implementation.

In 2017, in view of HKMA requirements in relation
to Bank Culture Reform, the RC has been designated
to advise and assist the Board in discharging its
responsibilities for the Bank’s culture-related matters. A
Steering Group and a cross-functional Workgroup have
been established to drive the whole process of reform. By
the end of 2017, the Bank has refined its vision, mission
and core values, and developed a summary sheet on the
desirable and undesirable behaviours pertaining to each
core value. In addition, a dedicated Bank Culture portal
has been developed at the Bank’s Corporate Intranet
Platform in January 2018.

The RC has made available its Terms of Reference, on the
websites of the HKEx and the Bank, explaining its role
and the authorities delegated to it by the Board.

The RC is provided with sufficient resources, including the
advice of independent professional firms, if necessary, to
discharge its duties.

Risk Committee

The Bank has established an RIC with specific written
Terms of Reference which deal clearly with its authorities
and duties. The RIC is responsible for dealing with the
Bank’s risk management-related issues, in particular
strategic issues, of the Group.

The RIC is assisted by the Management Committees
namely the Risk Management Committee, Credit
Committee, Asset and Liability Management Committee
and Operational Risk Management Committee, to deal
with daily management of risk-related issues; and by
the Crisis Management Committee to deal with crisis
management.

The RIC comprises 6 members and 4 of them are INEDs.
Their names and biographies are set out in the Corporate
Information and Biographical Details of Directors and
Senior Management of the 2017 Annual Report.

RICMs are held on a quarterly basis, or as required.
During the meetings, RIC reviews the risk management-
related issues of the Group including risk appetite,
risk management strategies, risk governance, risk
management framework, risk management policies and
risk profiles. Significant risk management-related issues
are reported to the Board via RIC.

The number of meetings held by the RIC and the
attendance of individual members at RICM in 2017 is
recorded on page 78.

The following is a summary of the work performed by the
RIC during and for the year 2017:

e Reviewed the Group's Risk Appetite Statement and
enhanced the methodology;

e Reviewed the Group’s risk management strategies;

e Reviewed and monitored the Group’s risk profiles and
enhanced the methodology;

e Reviewed the Group’s risk governance and
management framework;

e Reviewed the Group’s enterprise risk management
framework and oversaw the status of implementation;

e Oversaw the establishment of the Enterprise-
Level Fraud Risk Management Framework and the
development of Fraud Risk Management Policy;

e Reviewed the Group Risk Management Policy;

e Reviewed the Internal Capital Adequacy Assessment
Process;

e Reviewed the stress-testing results for major risks;
e Reviewed the Group Recovery Plan;

e Reviewed regulatory updates on risk management
related issues and considered their probable material
implications to the Group;

e Reviewed critical regulatory comments on the Group's
risk management-related issues;

e Reviewed the Terms of Reference of the RIC,
Crisis Management Committee, Risk Management
Committee, Credit Committee, Asset and Liability
Management Committee and Operational Risk
Management Committee;

e Reviewed the Risk Committee Report; and

e Oversaw the implementation of risk management
policies and compliance with respective statutory rules
and regulations.

The Terms of Reference of RIC require it to report back to
the Board on its decisions or recommendations.

The RIC has made available its Terms of Reference, on the
website of the Bank, explaining its role and the authorities
delegated to it by the Board.

The RIC is provided with sufficient resources including the
advice of independent professional firms, if necessary, to
discharge its duties.
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Sealing Committee

Sealing Committee comprises all Directors of the Bank
as appointed from time to time. It is responsible
for directing the usage and custody of the Bank’s
common seal.

Management Committees

Management Committees are established to deal
with matters as sufficiently prescribed in respective
terms of reference, each of which has specific roles
and responsibilities delegated by the Board or Board
Committees:

1. Executive Committee is responsible for reviewing
all major functions and critical issues as well as
formulating various strategies and policies relating to
the businesses and operations of the Group.

2. Risk Management Committee is responsible for
assisting the RIC in the daily management of issues
related to all major risks (in particular strategic and
new product and business risks) faced by the Group
including risk appetites, risk profiles, regulatory
updates and stress-testing.

3. Credit Committee is responsible for dealing with all
credit risk-related issues of the Group.

4. Operational Risk Management Committee is
responsible for dealing with issues related to
operational, legal, reputation, compliance, technology
and business continuity risks of the Group.

5. Asset and Liability Management Committee is
responsible for dealing with all issues related to
market, interest rate and liquidity risks of the Group.

6. Crisis Management Committee is responsible for
dealing with the Group’s management of crisis
scenarios which jeopardise or have the potential
to jeopardise the Group in its reputation, liquidity/
financial position and business continuity.

7. Investment Committee is responsible for reviewing
and formulating investment strategies as well as
making investment decisions in respect of fixed
income instruments, equity and equity related
investments for the Bank, and The Bank of East Asia,
Limited Employees’ Provident Fund.

Material matters will be reported to the Board/Board
Committees by the Management Committees according
to their respective Terms of Reference.

The scales of Director’s fees, and fees for membership of the AC, NC, RC and RIC are outlined below:

Amount per annum

Starting 1st July, 2017

Board of Directors:
Chairman
Deputy Chairman
Other Directors

Audit Committee:
Chairman
Other members

Nomination Committee:
Chairman
Other members

Remuneration Committee:
Chairman
Other members

Risk Committee:
Chairman
Other members

HK$550,000
HK$425,000
HK$400,000

HK$250,000
HK$140,000

HK$90,000
HK$60,000

HK$90,000
HK$60,000

HK$250,000
HK$140,000

Information relating to the remuneration of each Director for 2017 is set out in Note 21 on the accounts on page 203.
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Disclosure of Remuneration Policy

In accordance with the “Guideline on a Sound
Remuneration System” (the “Guideline”) issued by the
HKMA in March 2010 and its revision effective March
2015, the Bank has reviewed and revised its remuneration
policy for employees of the Group, including its overseas
branches and subsidiaries. The remuneration policy covers
all categories of employees, including the 4 described in
paragraph 2.1.1 of the Guideline. The RC, Group Chief
Risk Officer and Group Chief Compliance Officer annually
reviews the Bank’s remuneration policy, including a
reassessment of the principles applied in determining
remuneration packages, as well as the structure and
amount of compensation ultimately awarded.

General Principles

The remuneration policy of the Group promotes effective
risk management, and is designed to encourage employee
behaviour that supports the Group’s business objectives,
long-term financial soundness, risk tolerance, and risk
management framework.

Remuneration Structure

Employee remuneration packages may consist of a
combination of fixed and variable remuneration. The
appropriate proportion of fixed and variable remuneration
shall vary according to an employee’s seniority, role,
responsibilities, and activities within the Group, among
other things.

Fixed remuneration refers to an employee’s annual salary
(including year-end pay), while variable remuneration —
comprising cash bonus payments and/or share options
— is awarded based on the employee’s performance
with a view to better aligning incentives with risk and
longer-term value creation. Variable remuneration, which
is awarded in the form of cash bonus payments and/
or share options, is determined taking into account an
employee’s seniority, role and responsibilities, and the
actual or potential risks that the employee’s activities may
create for the Group and the extent to which they may
affect its overall performance.

Separate bonus schemes apply to risk control personnel,
whose awards are not linked to the performances of the
business units that they oversee.

Employees’ Performance Measurements
and the Award of Variable Remuneration

The RC determines the measures and the corresponding
target levels of the Group’s performance with reference
to corporate goals and objectives at the beginning of
each financial year and when necessary.

Score-cards comprised of a set of pre-defined and
assessable criteria are used to assess the performance
of individual employees. The criteria are determined
according to the individual’s areas of responsibility, as well
as relevant financial and non-financial factors. To help
ensure a balanced evaluation, a series of compliance and
risk management ratings are also taken into account. The
major types of risks covered are market, credit, interest
rate, liquidity and operational risks. Other risks including
legal, reputation, technology and strategic risks are
closely monitored at Bank level by various Management
Committees and adjustment will be made to an
individual's variable remuneration when appropriate.
The award of variable remuneration to an employee is
based on the overall performance of the Group, as well
as the performance of the relevant business unit, and that
individual employee. Poor performance (either financial or
non-financial) will result in a reduction or elimination of
variable remuneration. Moreover, performance in relation
to non-financial factors, including risk and compliance,
forms a significant part of the employee performance
appraisal exercise, given that poor performance in these
areas can be indicative of significant risks to the Group.
Adverse performance in non-financial factors, where
appropriate, should override outstanding financial
achievements. The overall quality of an employee’s
performance — as opposed to solely his/her financial
performance — can therefore be accurately determined as
an integral part of the assessment. This ultimately helps
mitigate risk to the Group and ensures the deployment of
suitable personnel based on competence.

Senior Executive Compensation

The RC annually reviews the remuneration packages of
the Senior Management and Key Personnel (including
16 Division Heads, the Executive Director & Chief
Executive of BEA China, and the Head of Capital Markets
& Liquidity Management Department). In determining
the remuneration packages of the Senior Management
and Key Personnel, the RC takes into account individual
performances, performances of respective divisions and
departments, and the Group's overall business goals
and objectives. In 2017, the Bank engaged an external
consultant, Willis Towers Watson, to review the Senior
Executive Bonus Schemes of BEA and BEA China.

The aggregate payouts for these 23 senior executives for
2017 are shown in the table below in accordance with
the disclosure requirement 3.3 of the Guideline.
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CORPORATE GOVERNANCE REPORT (CONTINUED)

Total value of remuneration in 2017

2017 2016
Total value of remuneration awards for the Non-deferred Deferred Non-deferred Deferred
current financial year (HK$) (HK$) (HK$) (HK$)
(i) Senior Management
Fixed remuneration
e Cash-based 26,719,930 0 26,215,930 0
Variable remuneration
e Cash-based 26,892,189 16,224,428 10,278,848 0
¢ Share Options 0 16,738,827 0 25,321,337
(ii) Key Personnel
Fixed remuneration
e Cash-based 48,969,160 0 45,462,192 0
Variable remuneration
e Cash-based 27,305,282 11,107,542 11,911,873 4,344,353
e Share Options 0 7,595,873 0 9,907,716
Remarks:

(i) For indicative purpose only, the value of share options is calculated based on the fair value of the Bank’s shares on 19th January, 2018 for
2017 and 17th January, 2017 for 2016 respectively.

(i) No guaranteed bonuses, sign-on, or severance payments were made to the Senior Management and Key Personnel of the Group in 2017 and
201716.

Total outstanding deferred remuneration in 2017

Performance Performance
adjustments to adjustments to
Vested portion Unvested portion Vested portion Unvested portion

Outstanding deferred during the year 2017 | as at the end of 2017 | during the year 2017 | as at the end of 2017
remuneration (HK$) (HK$) (HK$) (HK$)
(i) Senior Management

e Cash-based 6,788,256 2,662,886 0 0

e Share Options 23,954,919 50,462,218 0 0
(ii) Key Personnel

e Cash-based 6,267,785 9,572,379 340,000 133,334

e Share Options 8,037,024 18,718,584 0 0
Remarks:

(i) The values of share options are calculated based on the fair value on the respective Grant Dates.

(i) The vested cash bonuses and share options relate to the 2013 variable remuneration award granted in 2014 and vested in 2017, the 2014
variable remuneration award granted in 2015 and vested in 2017 and the 2015 variable remuneration award granted in 2016 and vested
in 2017. The total number of share options granted in 2014, 2015 and 2016 are 5,987,500 shares, 6,100,000 shares and 6,262,500 shares
respectively.

(iii) The unvested cash bonuses and share options relate to the 2014, 2015 and 2016 variable remunerations.

(iv) The outstanding deferred remuneration of Key Personnel in 2017 includes the vested cash bonuses of one Key Personnel who left the Group
on 1st October, 2013.



2017 FEHMAE

REMITERLDA | 2017 F 5k | 101

i 2

ERmE (F)

ZREA B B R F AR R

(i) BEBEBAE
[EE # B
¥
JEEFET B
o IBEIELL
o RR%HE

(i) TEEE AR
[EE # B
e
JEB)F B
o IBETEAT
o RNIE

2017 2016
JHESE (B%) | BT OBR) | JBRE OB%) | I (B%)
26,719,930 0 26,215,930 0
26,892,189 16,224,428 10,278,848 0
0 16,738,827 0 25,321,337
48,969,160 0 45,462,192 0
27,305,282 11,107,542 11,911,873 4,344,353
0 7,595,873 0 9,907,716

it

(i) 2017 BIRIEEETIZBATTIRIK 2018 F 1 A 19 AR A FEBEFE - 12016 :8REEBERIZE2017F 1 A 17 A AFEEGE - (E4#

B2EE

(i) B 2017 K 2016 FELHESH/EEHEARRTEEIEARXNREEA  FHZENE LEHNE -

2017 FERBHMMIELE S AL
2017 F/E N2017 EE
2017 FfE 2017 FJK EITERBMEVE | BIERRMEVE
BB D KREFBE D BB D HIARERBE
AR B TR I R 3 B (BE) (BH) (B¥) (BH)
(i) SEBEEBAE
o EHIELL 6,788,256 2,662,886 0 0
o RAKHE 23,954,919 50,462,218 0 0
(i) TEEEAE
o IBTELT 6,267,785 9,572,379 340,000 133,334
o RRRHE 8,037,024 18,718,584 0 0

i

() RREEETIRES IR T AN TFEENE -
(i) BEBRESEALRGZIRIER2014FIRTIR2017 FEBAI 2013 F)ZE)E B - 2015 FIK TR 2017 FEZBERI 2014 F)ZE)F B 2016 F
EFIAR 2017 FEFBRI2015F)FB)F B » 122014 ~ 2015 % 2016 F1Z T2 AR #EAEFE 57 51 4 5,987,500 % ~ 6,100,000 K % 6,262,500 % °

(iii) K EFBH AL RRIRIER 2014 « 2015 K 2016 TFZB)F B -

(V) 2017 FEZEEZEEA BARBIMMEEZINEG 1 EER2013F 107 1 HEEBZ T2 EEA BN EGFBHE AL -



102 | The Bank of East Asia, Limited | Annual Report 2017

Total outstanding deferred remuneration in 2016

Performance Performance
adjustments to adjustments to
Vested portion Unvested portion Vested portion Unvested portion

Outstanding deferred during the year 2016 | as at the end of 2016 | during the year 2016 | as at the end of 2016
remuneration (HK$) (HK$) (HK$) (HK$)
(i) Senior Management

e Cash-based 11,793,441 9,451,142 0 0

e Share Options 16,761,871 53,134,613 0 0
(ii) Key Personnel

e Cash-based 7,775,555 11,495,811 340,000 473,334

e Share Options 4,812,015 18,428,220 0 0

Remarks:

(i) The values of share options are calculated based on the fair value on the respective Grant Dates.

(i) The vested cash bonuses and share options relate to the 2012 variable remuneration award granted in 2013 and vested in 2016, the 2013
variable remuneration award granted in 2014 and vested in 2016 and the 2014 variable remuneration award granted in 2015 and vested
in 2016. The total number of share options granted in 2013, 2014 and 2015 are 5,650,000 shares, 5,987,500 shares and 6,100,000 shares

respectively.

(iii) The unvested cash bonuses and share options relate to the 2013, 2014 and 2015 variable remunerations.

(iv) The outstanding deferred remuneration of Key Personnel in 2016 includes the vested and unvested cash bonuses and share options of 3 Key
Personnel who left the Group on 1st January, 2013 and 1st October, 2013 respectively.

Details of the remuneration payable to members of the Senior Management by band are disclosed in Note 22 on the

accounts on page 205.

Deferral Arrangements

The award of variable remuneration to the Senior
Management and Key Personnel is subject to deferment
in such a manner as determined by the RC. In general,
the proportion of variable remuneration which is subject
to deferment will increase in line with the seniority, scope
of responsibilities, and other relevant factors pertinent to
the Senior Management and Key Personnel.

The award of deferred remuneration is subject to
a minimum vesting period and pre-defined vesting
conditions as determined by the RC and communicated to
all relevant employees. Deferred remuneration is awarded
in such a manner so as to align employees’ incentive
awards with long-term value creation and the time
horizons of risk. The future performance (both financial
and non-financial) of the Group, relevant business units,
and individual employees, as well as the creation of value
for our shareholders, are taken into consideration when
determining vesting conditions. Vesting and payment
of deferred remuneration will be made gradually over a
period of 3 years and no faster than on a pro-rata basis.

In circumstances where it is later established that any
performance measurement for a particular year was
based on data that is later proven to have been manifestly
misstated, or it is later established that the relevant
employee has committed fraud, malfeasance, or a
violation of internal control policies, any unvested portions
(i.e. both cash bonuses and/or share option tranches that
have yet to be vested) of deferred variable remuneration
(relating to that particular year in question) should be
forgone, either in part or in whole, as determined by the
RC. In certain circumstances, claw back of vested portion
of the deferred variable remuneration of that particular

year may apply.
Future Review

As a major financial institution in Hong Kong, the
Group not only takes extensive measures to ensure that
it complies with all the relevant guidelines, rules, and
regulations, but also adopts positive steps to ensure
that ethical, social, and environmental aspects are
taken into account when determining remuneration
policies and packages.
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The Group will keep abreast of the latest development
in the labour market, especially in the financial services
sector, and will review and refine its compensation and
remuneration policies whenever necessary to enable the
provision of competitive remuneration packages to ensure
the retention of talent.

Financial reporting

The Board is responsible for presenting a balanced,
clear and comprehensible assessment of the Bank'’s
performance, position and prospects.

Management comprising Chief Executive, Deputy
Chief Executives and General Managers shall provide
sufficient explanation and information to the Board as
will enable the Board to make an informed assessment
of the financial and other information presented before
the Board for approval. It provides the Board with
monthly updates giving a balanced and understandable
assessment of the Bank’s performance, position and
prospects to assist the Board as a whole and each Director
to discharge their duties.

The Directors are responsible for ensuring maintenance
of proper accounting records and preparing accounts of
each financial period, which give a true and fair view of
the state of affairs of the Group and of the results and
cash flow for that period. In preparing the accounts for
the year ended 31st December, 2017, the Directors have:

e consistently applied appropriate accounting policies;

e made judgements and estimates that are prudent and
reasonable; and

e prepared the accounts on the going concern basis.

The Bank has announced its annual and interim results
within 2 months after the end of the relevant periods,
which is earlier than the limit of three months (for annual
results) and within the limit of two months (for interim
results) as required by Rule 13.49(1) and (6) of the Listing
Rules respectively.

A statement by the auditors about their reporting
responsibilities is included in the Independent Auditor’s
Report from pages 150 to 158.

The Board will present a balanced, clear and
understandable assessment to annual and interim reports,
other price-sensitive announcements and other financial
disclosures required under the Listing Rules, and reports
to regulators as well as to information required to be
disclosed pursuant to statutory requirements.

Risk Management and Internal Controls

The Directors acknowledged that they are responsible
for the Group’s risk management and internal control
systems and reviewing their effectiveness. All employees
are responsible for identifying and managing risk within
the scope of their roles as part of the three lines of
defence model. The second line of defence sets the policy
and guidelines for managing specific risk areas, provides
advice and guidance in relation to the risk, and challenges
the first line of defence, the Risk Owners, on effectiveness
of risk management. The third line of defence provides an
independent assurance on effectiveness of the Group’s
risk management and internal control systems. The
Internal Audit Division and Risk Management Division
assume the responsibilities of internal audit and risk
management functions of the Bank, respectively. During
the financial year ended 31st December, 2017, the Board
reviewed the adequacy and effectiveness of the risk
management and internal control systems.

The Board is responsible for evaluating and determining
the nature and extent of the risks it is willing to take in
achieving the Bank’s strategic objectives and ensuring
that the Bank establishes and maintains appropriate
and effective risk management and internal control
systems. The Board is also responsible for overseeing the
Senior Management and the other senior executives in
the design, implementation and monitoring of the risk
management and internal control systems.

The risk management and internal control systems of
the Bank are designed to manage rather than eliminate
the risk of failure to achieve business objectives, and
can only provide reasonable and not absolute assurance
against material misstatement or loss. Such systems
comprise comprehensive policies and standards under
a well-established organisational structure. Areas of
responsibilities of each business and operational unit are
clearly defined to ensure effective checks and balances.
Please refer to the Sections “Principal Risk Management”
from pages 247 to 273 and “Capital Adequacy” from
pages 318 to 322 of Annual Report 2017 for further
details on the processes that the Group uses to identify,
evaluate and manage principal risks.

The key procedures that the Board established to provide
effective internal controls are as follows:

e A distinct organisation structure exists with defined
lines of authority and control responsibilities.

e A comprehensive management accounting system
is in place to provide financial and operational
performance indicators to the Senior Management
and the relevant financial information for reporting
and disclosure purpose.
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e Policies and procedures are designed for safeguarding
assets against unauthorised use or disposition; for
maintaining proper accounting records; and for
ensuring the reliability of financial information used
within the business or for publication. The procedures
provide reasonable but not absolute assurance against
material errors, losses or fraud.

e An enterprise risk management framework is in
place for the Group to identify, evaluate, manage,
control and report principal risks including credit,
market, operational, liquidity, interest rate, strategic,
legal, reputation, compliance, technology, business
continuity, and new product and business risks. To
identify and manage all potential risks in a more
holistic and effective manner, a “Three Lines of
Defence” risk management model is adopted, with
Risk Owners, Risk Controllers and Internal Audit
Division acting as the 1st, 2nd and 3rd lines of defence
respectively, along with the overall coordination
of the Group Chief Risk Officer. Oversight of risk
management is provided by the RIC, which is assisted
by the Management Committees including the
Risk Management Committee, Credit Committee,
Asset and Liability Management Committee and
Operational Risk Management Committee. Policies
and procedures are in place to ensure compliance
with applicable laws, rules and regulations.

e The AC reviews reports (including management letter)
submitted by external auditors in connection with the
annual audit and internal audit reports submitted by
the Group Chief Auditor.

e A Policy on Handling and Dissemination of Inside
Information is in place, setting out the guiding
principles, procedures and internal controls for the
handling and dissemination of inside information in a
timely manner.

e Whistle-blowing Statement and Whistle-blowing
Policy and Procedure are in place, which encourage
stakeholders and employees to raise concerns, in
confidence, about possible improprieties in any matter
related to the Bank. The Bank treats all information
received confidentially and protects the identity and
the interests of all whistle-blowers.

Pursuant to a risk-based approach, the Group’s Internal
Audit Division conducts independent reviews of control
mechanisms over various operations and activities to assess
the effectiveness of the Group’s risk management and
internal control systems which cover all material controls,
including financial, operational and compliance controls.

During the year, the Board reviewed the adequacy and
effectiveness of the risk management and internal control
systems of the Group. As a result, the Board concurred
with the Senior Management's confirmation that the
Group's risk management and internal control systems
are considered effective and adequate.

Auditor’'s Remuneration

During 2017, the fees paid or payable to KPMG, the
Bank's external auditors, and its associates for providing
non-audit services amounted to approximately HK$15
million, which included the following items:

e Review and consultancy services: HK$13 million;

e Services made at the request of regulators: HK$1 million;
and

e Other services: HK$1 million.

The fee paid or payable to KPMG for providing audit
service of the Group is HK$17 million.

The Company Secretary is responsible for, among other
things, ensuring that Board procedures are observed, and
that the Bank’s Articles of Association, relevant rules and
regulations including, requirements of the Listing Rules
and the HKMA, Companies Ordinance and Disclosures
of Interests under the SFO, are complied with. The
Company Secretary assists the Chairman and the Board in
implementing and strengthening corporate governance
practices and processes of the Bank. All Directors have
access to the advice and services of the Company Secretary.

The Company Secretary assists the Chairman in ensuring
efficient information flow within the Board and
Board Committees and between Directors and Senior
Management. The Company Secretary is responsible
for facilitating induction programme of new Directors
and the continuous professional development of existing
Directors. The Company Secretary assists the Chairman
of the Board and Chairmen of the Board Committees in
the development of the agendas for the Board and Board
Committee meetings. He also attends and prepares
minutes for Board and Board Committee meetings.

The Company Secretary is an employee of the Bank and
reports directly to the Chairman & Chief Executive. The
Board approves the selection, appointment or dismissal of
the Company Secretary. During the year, the Company
Secretary undertook over 15 hours of professional training.
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Communication with Shareholders

The Bank recognises the importance of maintaining
continuous communication with shareholders and
constantly looks for ways to ensure that the Bank
maintains an open and ongoing dialogue with the
investment community. The Bank has in place a
Shareholders Communication Policy which sets out
the practices in relation to communication with the
shareholders and the investment community. Such Policy
which is published on the website of the Bank, shall be
reviewed by the AC and the Board on a regular basis to
ensure its effectiveness.

In order to ensure shareholders and investors have
fair, timely and simultaneous access to the Bank’s
information, the Bank through various channels,
including its website (www.hkbea.com), provide
shareholders and investors timely access and continuous
disclosure of the Bank’s announcements, financial
results, and press release. The Bank also holds press and
investor conferences to present half-year and full-year
financial results to the media and analysts.

The Bank welcomes shareholders’ views and concerns
relating to the Group’s management and governance.
Shareholders may at any time send their enquiries to the
Board by addressing to the Bank’'s Company Secretary at
the Bank’s registered address or email at info@hkbea.com.

General Meetings

The Board endeavours to maintain an ongoing dialogue
with shareholders and, in particular, uses the AGMs or
other general meetings as a useful forum for shareholders
to exchange views with the Board. The Chairman of
each of the AC, NC, RC and RIC, external auditors, Senior
Management and legal advisors, are also present to
answer shareholders’ questions.

Shareholders are informed of details about the AGM
through published notices or circulars sent to all
shareholders and are requested to participate and
openly communicate their views on matters relating
to the Bank. Separate resolutions are proposed at
general meetings for each substantial issue, including
the election and re-election (as the case may be) of
individual Directors. An explanation of the detailed
procedures of conducting a poll will be provided to
shareholders at the AGM, to ensure that shareholders
are familiar with such procedures.

The Bank has provided detailed information on the Bank’s
2017 AGM in a circular to shareholders which included
Notice of the AGM, information on the retiring Directors
who were eligible for re-election at the 2017 AGM, and
explanatory statement on buy-back of shares. All the
resolutions were proposed on each substantially separate
issue and were voted on by poll and approved by the
shareholders of the Bank. The Bank has engaged KPMG
to act as the scrutineer for the poll voting. The results of
the poll voting were posted on the websites of HKEx and
the Bank on the same day of the 2017 AGM.

The Bank’s 2018 AGM will be held on Friday, 11th May,
2018 at 11:30 a.m., the notice of which will be sent to
shareholders at least 20 clear business days before the
meeting. Please refer to the Circular for the 2018 AGM.

Convening of general meeting on
requisition

Subject to the Companies Ordinance, Directors of the
Bank shall on the request of shareholders of the Bank
who represent at least 5% of the total voting rights of all
the members having a right to vote at general meetings,
forthwith proceed to convene a general meeting of the
Bank. Each request must state the general nature of the
business to be dealt with at the meeting, the name and
contact details of the person making the request, must
be authenticated by the person making it and may be
sent to the Bank in hard copy form or in electronic form.
Shareholders may include the text of a resolution that
may properly be moved and is intended to be moved at
the meeting. The Bank will take appropriate actions and
make necessary arrangements in accordance with the
requirements of the Companies Ordinance once a valid
request is received.

For further details, shareholders may refer to the
requirements as set out in the Companies Ordinance.

Putting Forward Proposals at General
Meeting

Shareholders representing at least 2.5% of the total
voting rights of all the members having a right to vote,
or, at least 50 shareholders who have a relevant right to
vote, may:

e put forward proposal at general meeting; and

e circulate to other shareholders written statement with
respect to matter or other business to be dealt with at
general meeting.

For further details on the shareholder qualifications,
and the procedures and timeline, in connection with
the above, shareholders are kindly requested to refer to
Sections 580 and 615 of the Companies Ordinance.
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Nomination of Directors by Shareholders

Shareholders are allowed to propose a person other than
a retiring Director of the Bank to be elected as a Director
at a general meeting. A notice in writing shall be given
to the Company Secretary of the Bank by the shareholder
(not being the person to be proposed) entitled to attend
and vote at the meeting for which such notice is given of
his/her intention to propose such person for election and
also notice in writing signed by the person to be proposed
of his/her willingness to be elected. Such notice must be
sent to the Company Secretary of the Bank within 7 days
after the day of despatch of the notice of the general
meeting (or such other period, being a period of not less
than 7 days, commencing no earlier than the day after
the despatch of the notice of such meeting and ending
no later than 7 days prior to the date appointed for such
meeting). The Procedures for Nomination of Directors by
Shareholders are published on the website of the Bank.

Handling and Dissemination of Inside
Information

The Bank has in place a Policy on Handling and
Dissemination of Inside Information ("Policy”) which sets
out the procedures and internal controls for handling
and dissemination of inside information in a timely
manner in such a way so as not to place any person in
a privileged dealing position and to allow time for the
market to price the listed securities of the Bank with the
latest available information.

This Policy also provides guidelines to staff of the Bank
to ensure proper safeguards exist to prevent the Bank
from breaching the statutory disclosure requirements. It
also includes appropriate internal control and reporting
systems to identify and assess potential inside information.

Dissemination of inside information of the Bank shall
be conducted by publishing the relevant information on
the websites of HKEx and the Bank, according to the
requirements of the Listing Rules.

Investors Relations

In accordance with the Shareholders Communication
Policy, the Bank maintains an open and regular dialogue
with institutional and individual shareholders, fund
managers, analysts and the media through an effective
corporate communication system which provides
transparent, regular and timely public disclosures
on the Group’s latest developments and strategies
through different means. Apart from the AGMs, other
communication channels include:

e the Group's website at www.hkbea.com;
e annual and interim reports, and press releases;
® announcements, notices and circulars;

e press conferences after the announcement of interim
and final results for media and analysts;

e meetings with analysts; and
e roadshows.

The Senior Management conducted briefings with
analysts and the press to apprise them of the Bank's
annual and interim results, business strategies and
outlook.

Details of the significant related party transactions
are provided under Note 51 on the accounts. These
transactions were entered into by the Bank in the ordinary
and usual course of business and on normal commercial
terms and, if constituted connected transactions or
continuing connected transactions, are exempt from the
relevant disclosure requirements under Chapter 14A of
the Listing Rules.

The Directors of the Bank acknowledged that they are
responsible for the preparation of the consolidated
financial statements of the Bank. During the year, in
strict compliance with relevant provisions, the Bank
published the 2016 Annual Report and the 2017 Interim
Report as scheduled.
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The Bank of East Asia Group is a socially responsible
organisation, and we strive to adopt best practice in all
areas — including environmental, social and governance —
to meet and exceed the expectations of our stakeholders
and the communities that we serve. We actively engage
with all sectors through a wide range of corporate social
responsibility (“CSR") initiatives, as well as through
specific programmes managed by The Bank of East Asia
Charitable Foundation (“BEA Foundation”) and the
Shanghai Soong Ching Ling Foundation — BEA Charity
Fund (“Charity Fund”).

This section highlights our Group’s achievements
during the year under review. A more comprehensive
description of our performance will be provided in our
2017 CSR Report, which will be issued in the first half of
2018. The Group’s CSR reports are available via BEA's
homepage at www.hkbea.com (About BEA / Corporate
Social Responsibility).

In 2017, BEA strengthened its governance by enhancing
its accountability and transparency. For example, BEA
issued an external Whistleblowing Statement in December
2017 to enable the public to report any irregularities in
the Bank’s business activities in Hong Kong. In addition,
the Bank adopted an Anti-Bribery and Corruption Policy
Statement to underline the Bank’s strong stance against
bribery and corruption in any dealings with stakeholders
and the public at large. Both statements may be viewed
via the Banks’ homepage under Corporate Governance.

BEA also enhanced its supply chain governance by
requiring compliance with the mandatory elements of
its Supplier Code of Conduct from all suppliers in Hong
Kong. The Code may be viewed under the CSR section of
the Bank’s homepage.

Employees

To assist staff members to realise their potential within
the organisation, we offer a wide range of online and
classroom training. In addition, the Bank provides
subsidies for staff members taking topical external
training courses in areas such as cyber security and anti-
money laundering and counter-terrorist financing.

BEA takes the lead to promote family-friendly initiatives.
We have been very pleased to note that more and more
mothers are choosing to breast-feed their babies. With
the existing lactation facilities at BEA’s Head Office and
BEA Tower enjoying high utilisation rates, we opened a
third lactation room in October 2017 at BEA Tower for
the convenience of nursing mothers.

To promote a healthy work-life balance, we sponsored
talks and activities such as a family vacation seminar and
cooking classes for staff. The Bank's Staff Sports and
Recreation Club organised regular recreational activities
for staff members and their families, and also facilitated
their participation in charitable events, including The
Community Chest of Hong Kong’'s “2017 Walk for
Millions — Hong Kong and Kowloon Walk"” and “Dress
Casual Day”.

Recruitment and Outreach Programmes

We continued to support community outreach programmes
in Hong Kong organised by non-profit organisations
("NGOs"), such as ARCH Community Outreach, by running
financial education workshops for students from under-
resourced communities. In addition, the Bank provided a
number of 3-week internship positions to keen secondary
school students in Hong Kong and Shanghai, under the
Shanghai-Hong Kong Financial Cross-border Study Tour
Scheme organised by the Hong Kong Government's
Financial Services and the Treasury Bureau.
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During their visit to BEA Tower in April, secondary
students in the Community Business’ ENGAGE
programme learned about the importance of
banking, the range of services available, and
career opportunities in the banking industry.
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In the United Kingdom (“UK"), BEA's London Branch
launched the Summer Work Experience Programme,
offering work experience and internship opportunities to
students from both the UK and Hong Kong. Additionally,
BEA participated in the Internship Scheme for Hong
Kong Students in Europe organised by the Hong Kong
Economic and Trade Office in Europe to broaden the
horizons of Hong Kong students from institutions of
higher learning. In July and August 2017, students from
Hong Kong visited the Bank’s London Branch for on-the-
job training in business development, retail services, and
financial control.

Customers

Our success rests upon our ability to ensure a positive
experience for every customer. We strive to achieve this
goal by providing our staff with comprehensive customer
service training, and by delivering convenient access to a
complete range of banking and financial services. We keep
abreast of the latest developments in financial technology,
and carefully evaluate emerging solutions for their ability
to enhance our service offering and delivery capability.
We also operate an extensive branch network throughout
Hong Kong, ensuring that our customers can access our
banking services through their preferred channels.

In October, we engaged nearly 500 people from various
backgrounds and user profiles in an online customer
experience survey to gauge brand perception and customer
satisfaction. Through an analysis of the feedback, we will
identify ways to further improve our products and services.

Community Investment

BEA's community investment programme is built on the
three pillars of education, social welfare, and environmental
protection. During the year under review, we supported
a wide range of initiatives in the communities we serve
through donations, volunteering, and other forms of giving.

Education

In the first quarter of 2017, BEA took part in “Hong Kong
Money Month”, the first city-wide financial education
campaign under the Hong Kong Strategy for Financial
Literacy. We designed and ran a game booth at the
campaign’s education fair to promote sound financial
management to children and teenagers. In June, BEA
supported The Boys’ and Girls” Clubs Association of Hong
Kong’s 2017 Children Storytelling Competition for the
27th consecutive year by sponsoring cash prizes for the
competition winners. In November, representatives of BEA
gave presentations to underprivileged members of society
at a financial education workshop organised by Baptist Oi
Kwan Social Service.
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In October, staff members of
BEA’s New York Branch visited
Primary School #204 in Brooklyn
for the fourth year to introduce
basic banking concepts to fifth
grade students and award prizes
to the highest achievers in an
interactive quiz.
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For the 11th consecutive year, in November,
BEA supported the UNICEF Charity Run.

MA - RERTEESE 11 FHHAE

Social Welfare

A total of 44 corporate teams competed in The Community
Chest BEA Charity Golf Day on 10th March, 2017, raising
nearly HK$2.3 million for mental health services
provided by member agencies of The Community Chest
of Hong Kong.

The Bank has also actively supported programmes to
promote women's health. To mark International Women's
Day on 8th March, 2017, we invited the YWCA to visit
BEA's offices to distribute red date tea to staff members.
In October, the Bank and staff members joined in the
Hong Kong Cancer Fund’s “Pink Revolution” to raise
awareness of breast cancer.

In November, BEA staff members in the UK participated in the Christmas
Shoebox Donation Programme organised by the Rotary Great Britain and
Ireland by donating toys, stationery, and other items, which they packed
into festive boxes for disadvantaged youngsters living in children’s homes,
schools, and shelters.
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In the UK, branch staff raised money for a range of
charities providing critical care, including the Michael
Sobell Hospice, a specialist palliative care centre for
patients facing life-limiting illnesses; Genetic Disorders
UK, by participating in its annual fundraising campaign
“Jeans for Genes Day'’; and the London Chinatown Lions
Club, by donating the proceeds raised by BEA at the
annual London Hong Kong Dragon Boat Festival.

In November, staff members of BEA's Los Angeles Branch
assisted in the operation of a free health screening clinic
for the elderly and members of low income families,
jointly organised by the Buddha's Light International
Association and Arcadia Methodist Hospital.
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For the 12th consecutive year, BEA sponsored The Salvation Army
Orienteering challenge, which was held in October to raise funds for
employment services for young people with special needs.
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In December, staff members of BEA's Singapore Branch
helped prepare meals at a soup kitchen run by the charity
Willing Hearts for the bed-ridden, handicapped, elderly,
and other vulnerable members of society.
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Environment

We believe that environmental protection is everyone’s
responsibility, and we do our part by constantly seeking
ways to improve our environmental performance, particularly
in regard to our operations. We have implemented a variety
of initiatives, such as installing energy-saving equipment
and lighting throughout our branches and offices to
reduce energy consumption. In addition, we encourage
our customers and stakeholders to use electronic services
and e-statements wherever possible, so as to reduce the
use of paper.

On 24th March, members of the BEA Group once again
participated in the annual “Earth Hour” organised by
WWEF, by turning off all non-essential lighting in support
of the fight against climate change. The Bank also
renewed its pledge to turn off advertising and decorative
lighting between 11:00 p.m. and 7:00 a.m. at designated
branches as a signatory to the Charter on External
Lighting launched by the Hong Kong Government's
Environment Bureau.

To provide our stakeholders with a transparent view of
our environmental performance, we disclosed data to
the Carbon Footprint Repository for Listed Companies
in Hong Kong for the third consecutive year and to the
global disclosure system, CDP, for the second year.

Staff Volunteering

In 2017, BEA’s Volunteer Team, comprising more than
550 staff members, devoted more than 8,570 hours
of service to children, the elderly and other vulnerable
members of society, and to environmental causes. Major
activities included:

e "Easter Fun Day”, jointly organised with SAHK
("formerly known as “The Spastics Association of Hong
Kong") for students of the SAHK Pak Tin Pre-school
Centre with physical or mental disabilities;

e "Footstep Journey”, organised by the Children’s Heart
Foundation in July to teach children about the value
of food;

e a Lunar New Year lunch, home visits, gatherings,
and free health checks for senior citizens organised
together with the Society of St. Vincent de Paul
Central Council, Hong Kong throughout the year;

e a |luncheon organised with Helping Hand Po Lam
Jockey Club Housing for the Elderly to celebrate Senior
Citizen’s Day in November, and a sales booth manned
by volunteers in the Bank’s staff canteens to help raise
funds for the Helping Hand Cookie Campaign;

e two outings with residents of The Salvation Army’s
Bradbury Home of Loving Kindness to the Tao Heung
Museum of Food Culture in Fo Tan;

e an English language day camp for underprivileged
children co-organised by Hope Worldwide;

e “Family Gathering Day”, for more than 200 members
of underprivileged families held at Christian Action’s
Mong Kok Service Centre; and

e mikania vine removal efforts organised by WWF at the
Mai Po Nature Reserve.

In November, the Bank set up an
organic farm on the roof of BEA
Tower to promote sustainability and
give staff the opportunity to share the
joy of growing their own plants and
vegetables from seed to harvest.
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BEA's Volunteer Team teamed up with the People’s Service Centre
in March to collect unsold vegetables from the Shek Kip Mei
market and redistribute it to the elderly living in a nearby estate.
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In June, members of the Volunteer Team together with their
friends and family participated in the Kadoorie Farm and
Botanic Garden Group Tree Planting Programme 2017 by
planting saplings on the hillsides of Tai Mo Shan.
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The Bank of East Asia Charitable
Foundation

BEA Carnival

The BEA Foundation celebrated the 20th Anniversary of
the establishment of the Hong Kong Special Administrative
Region (“HKSAR") by holding the BEA Carnival for under-
resourced families on 26th August. Dr. David K.P. Li,
Chairman & Chief Executive of BEA and Chairman of
the BEA Foundation, was joined by Guest of Honour,
Mr. Matthew Cheung Kin-chung, Chief Secretary for
Administration of the Government of the HKSAR, at the
Carnival’s Opening Ceremony, together with Directors
of both BEA and the BEA Foundation. Approximately
1,000 people attended the Carnival, including children
and parents of under-resourced families, who were
invited through a number of local non-governmental
organisations. Attendees enjoyed a wide range of activities,
including game booths designed by BEA volunteers,
bouncy castles, face sketching and painting, a variety of
performances, and complimentary refreshments.

Palliative Care in Residential Care Homes for the
Elderly Programme

During the period under review, the BEA Foundation
reaffirmed its commitment to the development of
palliative care in Hong Kong by embarking on a third
3-year phase of the Palliative Care programme, funded
together with “la Caixa” Foundation and The Salvation
Army. As at the end of December 2017, the Programme
had provided palliative and holistic care to more than
75 elderly patients, counselled more than 140 family
members, and engaged over 7,500 members of the
community through outreach programmes. Looking
ahead, the Programme aims to extend compassionate
care to terminally-ill elderly home residents suffering from
dementia, which is a growing problem in Hong Kong and
around the world.

The BEA Foundation celebrated the
20th Anniversary of the HKSAR by
organising the BEA Carnival.
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BEA “High Five” Club

The BEA "“High Five” Club fosters civic responsibility
among children, and in 2017 the Club set itself the goal
to promote kindness within our community. Taking part
in after-school programmes and under the supervision
of BEA staff mentors, children developed volunteer
programmes to serve the less fortunate in society. Club
members rehearsed a range of performances, including
magic, music, and dance, which they presented during
visits to elderly homes in June and July.

BEA Parent-Child Reading Programme

The BEA Foundation marked the successful completion
of the 2016/17 BEA Parent-Child Reading Programme
by holding a closing ceremony in July, during which
prizes were awarded to the winners of the Programme’s
Reading and Sharing Competition. More than 24,300
students have participated in the Programme since
its launch in 2013, with nearly half of these students
receiving subsidies. In addition, over 360 schools have
participated in the Programme while more than 240
librarians, teachers, and parents have received training on
how to read books with children effectively.

Charitable Activities in Macau and Taiwan

BEA’s Macau Branch actively supported a number of
important social and environmental initiatives during the
year. In commemoration of the 65th Anniversary of Caritas
Macau, BEA's Macau Branch participated in a charity
football match, in support of the launch of a new service to
facilitate the mobility of elderly residents of older buildings
without lifts. On 5th November, 10 members of Macau
Branch joined the Exmoo Charity Run organised by Exmoo
Macau, which raised over MOP600,000 for World Vision
of Macau Association, Orbis Macau, and the University of
Macau Development Foundation.
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In May, the BEA Foundation held a signing ceremony to launch
the third 3-year phase of the Palliative Care programme.
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For the fourth consecutive year, in May, BEA’s Macau Branch supported the Macau
Famine organised by World Vision of Macau Association by skipping a meal and
donating the cost of the meal to support World Vision's efforts to provide sustenance
to children in under-developed regions of Africa.
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In Taiwan, BEA's Taipei Branch jointly organised a Blood
Donation Day with Fuji Xerox Taiwan Corporation and
Cerebos International Health Limited Taiwan Branch on
4th August in support of the humanitarian services of the
Taiwan Blood Services Foundation Taipei Blood Centre.
With donors from every department and grade level,
more than 100 bags of blood were collected through this
potentially life-saving activity.

The Bank of East Asia (China) Limited

On the Mainland, the Group’s charitable endeavours are
managed by BEA's wholly-owned subsidiary, The Bank
of East Asia (China) Limited (“BEA China”), and the
Shanghai Soong Ching Ling Foundation (“SSCLF") — BEA
Charity Fund jointly established by SSCLF and BEA China.

Education

In May, volunteers from BEA China provided more than
40 hours of teaching for the students of Falaigu Primary
School in Yunnan Province in a wide range of subjects,
including English, painting, and world geography.

For the fifth consecutive year, from September to
December 2017, BEA China organised the Bank of East
Asia Cup Financial Education School Tour together with
the Shanghai Students Moral Education Development
Centre and the Shanghai Educational Press Group. The
programme was developed to enhance financial literacy
among middle school students. Approximately 10,000
students from more than 120 schools took part in the
Financial Knowledge Contest and the Debate Contest
on Finance.

Social Welfare

In January 2017, BEA China launched the “Happy New
Year of the Rooster” Charity Campaign to celebrate the
Lunar New Year. Nearly 200 volunteers provided over
1,330 hours of volunteer service and distributed daily
necessities and books to more than 2,690 children and
senior citizens.

Environment

From March to May 2017, BEA China conducted the “Let’s
Protect Environment Together” charity campaign in 22
cities nationwide. More than 730 volunteers including
staff members of BEA China and their family members
and clients, contributed over 4,000 hours to promote
the importance of environmental protection through
various activities, including the planting of more than
400 saplings.

Shanghai Soong Ching Ling Foundation -
BEA Charity Fund

On 7th December, 2017, BEA China and the SSCLF jointly
held the 9th Annual Firefly Charity Night in Shanghai,
raising more than CNY11.06 million for the Charity
Fund. As at the end of 2017, the Charity Fund had raised
CNY73.86 million since its establishment in 2009.

The Charity Fund is committed to improving educational
opportunities for underprivileged children attending rural
schools on the Mainland. As at 31st December, 2017, the
Charity Fund had established a total of 76 Firefly Centres
in rural schools nationwide and distributed more than
44,000 “Firefly 60" backpacks containing books and
school supplies to students of rural schools.
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BEA China Volunteers promoted green
commuting by riding bicycles in a bike-
sharing programme under the “Let’s
Protect Environment Together” charity
campaign organised by BEA China
from March to May 2017.
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In October, volunteers from BEA and BEA China provided 50 hours of teaching for the students
of the eighth Primary School, Kaili, Guizhou Province, on a wide range of subjects.

107 REROEREPENZETAEMEINETE/VNEHBEERMHS H S0/ OB -
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To enhance the quality of education in rural China, the
Charity Fund launched the 1-year Volunteer Teaching
Programme to attract talented educators to teach at rural
schools. In addition to covering volunteers’ expenses for the
year, the Programme provides specialist training, teaching
assistance, research grants, and job placement assistance
after the completion of the Programme. To recruit teachers,
the Charity Fund and China Business Network organised
the “NGO Show e One-Year Teaching Programme”, which
was held in Shanghai. At the completion of the NGO
Show in July, eight contestants were selected for one-year
assignments, while the other participants were presented
with an award for charitable spirit.

In July and August 2017, the Charity Fund organised
training for rural school teachers in Lanzhou, Urumgqji,
and other areas. Comprising 11,680 class hours, the
training programme was attended by nearly 200 rural
school teachers. Additional training was organised in
September for more than 30 rural school headmasters
from 20 provinces.

Blue Cross (Asia-Pacific) Insurance Limited

To foster local interest in fencing, Blue Cross sponsored
the Youth Fencing Training Programme for the third
consecutive year. Over 700 teenagers took part in a series
of training classes organised in different districts across
Hong Kong.

For the fourth consecutive year, Blue Cross supported the
“Realife Summer Run”, a charity event to raise funds for
the Shun Hing Education and Charity Fund. In October,
Blue Cross sponsored travel insurance for more than
60 students with special needs and volunteers from the
Special Education & Rehabilitation Service of the Hong
Kong Red Cross, as they embarked on a 3-day cultural
tour of Nanhai, Guangdong.



ARETEREBENHELER  ARESHTTR
HI—FmEHEE - R EFNHE THEEDIREL
BRI - ZAt SR TRERT2FNMZIN -
BREBEXEI  HEERYLATED - ANFHEIT
R HEEED - AEESE(E-MKE) ELE
B RmBERN « SE—HF X HESEHE - [2
=HER | EBN 7 AERE - A8R2BEREL
SP—FOHEEE  MAMS2BEEERET LR -

2017 F7AKR8 A RaESAHEMN - BEARERE
fib R = b (R ) B R AN R 5T o HET AT 200 1R
R R BRHAETIR M T 11,680/ BRI 9 A - K
TRRE0EEMDREBESRA30ZMNREIEE
gEINFH o

REWRTEMRADLT | 2017 F 3], | 125

TRESEMFE(E)

E+7 (BX) RERERAF

ARESAZHABHES &£+ FTBEFEIFEPS
LERICIYIGRE > E2BZ RN — Z5I6R:E
72 RS THRB 700 BE D FELRE o

ETFREEFIFIR ERRBREAEER] A
CEHHEREEESER 108 E+FAH60%%
ERREENEBLEURBBI+TERRYE RER
fRIGEIE TIRMEIREE R ER) - A MATE3IRER
AL 2 IRERHEIREE ©

In May, Blue Cross joined hands with the Hong Kong Fencing Association by
serving as title sponsor and insurance partner of Hong Kong’s first world-class

fencing competition, the Blue Cross Insurance 2017 Asian Fencing Championships.
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CORPORATE SOCIAL RESPONSIBILITY (CONTINUED)

BEA GROUP’S CSR ACHIEVEMENTS RISR{ITEBEMN XL ESERR

The Bank of East Asia, Limited REZER{TER A A

1 “President’s Award” (for the 18th consecutive year), “Diamond ~ BEE A GBI [ A58 14 | GEEF 184 ) -
Award” in the Corporate & Employee Contribution Programme 2016 / 2017 £ E ¥ R E 218512 [ B4 42
2016 / 2017 (for the 23rd consecutive year), “7th Top Fund (GEAEZE23F) ' 2016 A2 FERE [ ZEE R
Raiser Award” in the Dress Casual Day 2016 programme, and BETZ] Kk2016/2017 858 - LERBST
“4th Runner-up in the Top Fund-raiser Award” in the Hong [S=EH#EE 54 |
Kong & Kowloon Walk 2016 /2017"

- The Community Chest of Hong Kong

2 Named “Caring Company” (for the 14th consecutive year); ZEEFBHSREE S ([+8]) 245 LP;‘E &
Blue Cross was named “Caring Company” for the ninth B3 | ik GEEE 144E) o EQ‘?’?%@%’ 94
consecutive year RIEZIERT
- The Hong Kong Council of Social Service (“HKCSS")

3 Named “Business for Sustainability 2016 / 2017" MRS A [ EREDE2016/2017]

- HKCSS

4 "Community Engagement Gold Award” (for the third consecutive ~ REZEHEEE [t RBES ]| CEEF3IE)

year)
- Senior Citizen Home Safety Association
5 "BestPartner Award” REREHERE [ FUBHE]

- Senior Citizen Home Safety Association
6 Top Fundraising Award (Private Rice Stall), Highest Volunteer & /2455 & 1825 2017 F [ B 76 L 0o oK [ 2455 0K

Participation Award (Private Rice Stall), and Oxfam Corporate = — HxEEREE ((BEXE)] » [k — HIER
Donor Award ETREE (BFEKRE) | REBKEDERHE

- Oxfam Hong Kong
7 "Gold Award for Volunteer Service” in 2016 (for the fourth @@ EBEL TIEHAEEBEIH2016FEEET

consecutive year) RF =R CEEE45)
- Social Welfare Department’s Central Office for
Volunteer Service
8 Social Capital Builder Logo Award BIRBEMNRBHERERZESRELGEARD
- The Community Investment and Inclusion Fund of bak:::
the Labour and Welfare Bureau
9  “Manpower Developer” (2012-2018) KEREBEIREZTRI AT RE](2012-
- Employees Retraining Board 2018)
10 "TWGHs Charity Raffle Sales Competition 2016 / 2017  HRIE=PrEERE =T =M E5E T E 2016/
(corporations/organisations) — Champion Award” 2017 [ TrEtis K = L,HJ ‘?ﬁ

- Tung Wah Group of Hospitals

11 Indoor Air Quality Certificate (Good Class for BEA's Head EART R REZENE AR REBEEETANZLER,
Office Building) BERFE (BITRKEERBRTR)
- Environmental Protection Department and the Hong Kong
Accreditation Service of the HKSAR Government

12 Tree Conservation Scheme Certificate 2017 (for BEA and East EEREBREGSBERARBAIAHFE (B

Asia Facility Management Limited) TRERITRREREEREFRAR])
- Hong Kong Environmental Protection Association

13 Wastewi$e Certificate (“Class of Excellence” for BEA's Head IBISE@HZE @ [ HBBEEMET2 | A2

Office Building and BEA Tower) [ ﬁf’fﬂu (RERITHEITARERRE
- Environmental Campaign Committee (“ECC”) RITHL)

14 Energywi$e Certificate (“Class of Excellence” for BEA Tower) REEHEESHE [BEARFEEHTE] A2
- ECC [F AR EReiReEs (RBRITHL)

15 "Silver Award" in the Servicing and Trading Industry category EERERBREIBAZRELE S E487
- Hong Kong Awards for Environmental Excellence Programme [ SR 42 |

16 Hong Kong Green Organisation Logo RIBEHEZECRE [ AR CHBERE

NECE



BEA China R

17

18

19

20

21

22

“2016 Best Practice of Social Responsibility Award”
- China Banking Association

"Outstanding Charitable Contribution of the Year” in the 14th
(2017) China Charity Rankings
- China Philanthropy Times

“Award for Education Aid” as part of the Lujiazui Financial City
Warm Heart Annual Charity Rankings 2017
- Lujiazui Financial City

Best CSR Award from China Business Journal
- China Business Journal

"Best Practice Award" in the 2017 YICAI CSR Rankings in
China by YICAI
- YICAI

“Excellence in Corporate Social Responsibility of 2017” in the
2017 Employer Excellence of China
- www.5T7job.com

BEA Union Investment RInEERE

23

24

25

“Good MPF Employer Award 2016 /2017"
- Mandatory Provident Fund Schemes Authority

“e-Contribution Award 2016 /2017"
- Mandatory Provident Fund Schemes Authority

“Support for MPF Management Award 2016 /2017"
- Mandatory Provident Fund Schemes Authority
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In recognition of its efforts to reduce its impact on the environment, BEA received the Silver Award in the prestigious Hong Kong Awards for
Environmental Excellence Programme.
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The Directors have pleasure in presenting their Annual
Report together with the audited financial statements for
the year ended 31st December, 2017 (“Annual Report”).

The Bank of East Asia, Limited is a licensed bank
incorporated and domiciled in Hong Kong and has its
registered office and principal place of business at 10 Des
Voeux Road Central, Hong Kong.

The Bank and its subsidiaries are engaged in the provision
of banking and related financial services.

A fair review of the business and a discussion and analysis
of the performance for the year ended 31st December,
2017 and an indication of likely future development in
the business of the Group are provided in the Chairman'’s
Statement and the Report of the Senior Management of
the Annual Report. Description of the principal risks and
uncertainties facing the Group can be found throughout
the Annual Report, in particular the Risk Management
section. Particulars of important events affecting the Bank
that have occurred (if any) can be found in the Annual
Report and the Notes to the Financial Statements. An
analysis using financial key performance indicators are
provided in the Financial Highlights and the Report of the
Senior Management. Compliance with relevant laws and
regulations which have significant impact on the Group
can be found throughout the Annual Report, in particular,
the Corporate Governance Report.

In addition, discussions on the Group’s environmental
policies and relationships with the key stakeholders that
have a significant impact on the Group are discussed in
the Corporate Social Responsibility Report of the Annual
Report as well as the standalone version of Corporate
Social Responsibility Report available on the Bank’s website
at www.hkbea.com under “About BEA — Corporate Social
Responsibility” section on the home page.

The Directors believe that the five largest customers of
the Group accounted for less than 30% of the total of
interest income and other operating income of the Group
for the year.

The profit attributable to equity holders of the Group for
the year ended 31st December, 2017 and the state of the
Bank’s and the Group’s affairs as at that date are set out
in the accounts from pages 160 to 317.

Details of the movements in fixed assets are set out in
Note 35 on the accounts.

Profit attributable to equity holders of the Group, before
dividends, of HK$9,347 million (2016: HK$3,723 million)
has been transferred to reserves. Other movements in
reserves are set out in Note 43 on the accounts.

An interim dividend of HK$0.68 per share (2016:
HK$0.28 per share) was paid on 10th October, 2017.
The Directors have declared the payment of a second
interim dividend of HK$0.60 per share (2016: a second
interim dividend of HK$0.28 per share) in respect of the
financial year ended 31st December, 2017.

A summary of the results, assets and liabilities of the
Group for the last 5 years is set out in the Annual Report.

During the year, the Bank issued shares as follows:

(@) 20,222,407 ordinary shares were issued at HK$30.476
each and 39,452,555 ordinary shares were issued at
HK$33.2215 each to shareholders who had elected to
receive new shares in lieu of cash dividend in respect
of the 2016 second interim dividend and the 2017
interim dividend respectively.

(b) 3,079,000 ordinary shares were issued for cash of
HK$92,787,630 on the exercise of options granted
under the approved Staff Share Option Schemes.

Details about the issue of shares are also set out in Note
41 on the accounts.
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On 24th April, 2017, the Bank completed the redemption
of a face value of US$700 million of 2.375% Senior Notes
due 2017 (the “April 2017 USD Senior Notes") upon their
maturity. The April 2017 USD Senior Notes were issued
in 2014 under the Bank’s Medium Term Note (“MTN")
Programme and listed on the Singapore Exchange.

On 4th May, 2017, the Bank completed an early
redemption of a face value of US$500 million of
6.375% Subordinated Notes due 2022 (the “2022 USD
Subordinated Notes”) upon their first call date. The
2022 USD Subordinated Notes were issued in 2011
under the Bank’s MTN Programme and listed on the
Singapore Exchange.

On 26th June, 2017, the Bank completed the redemption
of a face value of US$100 million of 2.08% Senior Notes
due 2017 (the “June 2017 USD Senior Notes”) upon their
maturity. The June 2017 USD Senior Notes were issued in
2014 under the MTN Programme of the Bank’s Singapore
Branch and listed on the Singapore Exchange.

On 10th July, 2017, the Bank completed the redemption
of a face value of SGD50 million of 2.00% Senior Notes
due 2017 (the “2017 SGD Senior Notes”) upon their
maturity. The 2017 SGD Senior Notes were issued in
2014 under the MTN Programme of the Bank'’s Singapore
Branch and listed on the Singapore Exchange.

On 13th September, 2017, the Bank completed an
early redemption of a face value of SGD800 million of
4.25% Subordinated Notes due 2022 (the “2022 SGD
Subordinated Notes”) upon their first call date. The
2022 SGD Subordinated Notes were issued in 2012
under the Bank’s MTN Programme and listed on the
Singapore Exchange.

Save for the redemption of the April 2017 USD Senior
Notes, the 2022 USD Subordinated Notes, the June 2017
USD Senior Notes, the 2017 SGD Senior Notes and the
2022 SGD Subordinated Notes as disclosed herein, there
was no purchase, sale or redemption by the Bank or any
or its subsidiaries, of listed securities of the Bank during
the year ended 31st December, 2017.

During the year ended 31st December, 2017, the following notes were issued by the Bank under its US$6,000,000,000
Medium Term Note Programme ( “MTN Programme”) to raise funds for general corporate purposes:

Class Issued under

Consideration received
(HK$ equivalent)

Amount Issued
(HK$ equivalent)

Senior Notes
Subordinated Notes

MTN Programme
MTN Programme

590,483,000
3,892,150,000

587,247,188
3,892,150,000

Total

4,482,633,000 4,479,397,188
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The present Directors of the Bank are shown on page 64.

In accordance with the Articles of Association, the terms
of office of Dr. Isidro FAINE CASAS, Mr. Adrian David LI
Man-kiu and Mr. Brian David LI Man-bun, will expire at
the 2018 AGM. They, being eligible, offer themselves for
re-election at the 2018 AGM.

The following changes in the Board occurred during the
year 2017 up to 22nd February, 2018 (being the date of
this Report):

e Mr. William DOO Wai-hoi resigned as an INED with
effect from 18th February, 2017.

e Dr. the Hon. Henry TANG Ying-yen (an INED) was
appointed a Director of the Bank on 1st March, 2017.
He retired at the conclusion of the 2017 AGM in
accordance with the Articles of Association and was
re-elected as a Director at the 2017 AGM.

e The Hon. CHAN Kin-por (an INED) was appointed a
Director of the Bank on 15th March, 2017. He retired
at the conclusion of the 2017 AGM in accordance
with the Articles of Association and was re-elected as
a Director at the 2017 AGM.

e Dr. Delman LEE (an INED) was appointed a Director
of the Bank on 21st March, 2017. He retired at the
conclusion of the 2017 AGM in accordance with
the Articles of Association and was re-elected as a
Director at the 2017 AGM.

e Mr. Richard LI Tzar-kai did not seek re-election at the
2017 AGM and retired as an INED with effect from
the conclusion of the 2017 AGM.

e Mr. KUOK Khoon-ean did not seek re-election at the
2017 AGM and retired as an INED with effect from
the conclusion of the 2017 AGM.

e Mr. Winston LO Yau-lai (formerly an INED) was re-
designated as an NED with effect from 1st January, 2018.

e Dr. Daryl NG Win-kong (formerly an INED) was re-
designated as an NED with effect from 1st January, 2018.

Details of the Directors to be re-elected at the 2018 AGM
are set out in the Circular sent to the shareholders.

No Director proposed for re-election at the 2018
AGM has a service contract that is not determinable

by the Bank or any of its subsidiaries within one year
without payment of compensation, other than normal
statutory obligations.

The Bank has received an annual confirmation of
independence pursuant to Rule 3.13 of the Listing Rules
and Guidance on Empowerment of INEDs from each of
the INEDs, namely: Dr. Allan WONG Chi-yun, Mr. Winston
LO Yau-lai, Mr. Richard LI Tzar-kai', Mr. William DOO
Wai-hoi?, Mr. KUOK Khoon-ean?, Dr. Daryl NG Win-kong,
Dr. the Hon. Rita FAN HSU Lai-tai, Mr. Meocre LI Kwok-
wing, Dr. the Hon. Henry TANG Ying-yen*, The Hon.
CHAN Kin-por® and Dr. Delman LEE® and considers them
to be independent at all the applicable time.

The names of all directors who have served on the
boards of the subsidiaries of the Bank (included in the
annual consolidated financial statements for the year
ended 31st December, 2017) during the year up to 22nd
February, 2018 (being the date of approval of the Bank’s
2017 Annual Report) is available on the Bank’'s website
at www.hkbea.com under “About BEA — Corporate
Governance” section on the home page.

The emoluments of the Directors of the Bank on a named
basis are disclosed in Note 21 to the Financial Statements
for the year ended 31st December, 2017.

The fees to the Directors who resigned or retired or were
appointed during 2017 were paid in accordance with
their length of service.

There was no transaction, arrangement or contracts of
significance in relation to the Group’s business to which
the Bank or any of its subsidiaries was a party and in
which a Director of the Bank and/or any of his connected
entities (as defined under section 486 of the Ordinance)
had, directly or indirectly, a material interest subsisted at
the end of the year or at any time during the year.

None of the Directors of the Bank is interested in any
business apart from the Bank’s business that competes or
is likely to compete, either directly or indirectly, with the
Bank’s business.

" For the period from 1st January, 2017 up to the conclusion of 2017 AGM.

2 For the period from 1st January, 2017 to 17th February, 2017.

3 For the period from 1st January, 2017 up to the conclusion of 2017 AGM.

4 For the period from 1st March, 2017 to 31st December, 2017.
5 For the period from 15th March, 2017 to 31st December, 2017.
6 For the period from 21st March, 2017 to 31st December, 2017.
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Save for employment contracts, no other contracts,
relating to the management and/or administration of the
whole or any substantial part of the business of the Bank
were entered into or subsisted during the year.

Dr. the Hon. Sir David LI Kwok-po is employed as the
Chief Executive of the Bank. His existing three-year term
service contract commenced in April 2015 and will expire
in March 2018. The service contract has been extended
for a further term of 3 years commencing from 1st April,
2018 and expiring on 31st March, 2021. The extension of
the term of the service contract has been endorsed by the
NC and approved by the Board.

Pursuant to the Articles of Association, every Director,
Secretary and officer of the Bank shall be indemnified out
of the funds of the Bank against all liabilities (to the extent
permitted by the Ordinance) incurred by such Director,
Secretary or officer in the execution of his duties or
otherwise in relation thereto. Directors & Officers Liability
and Company Reimbursement Insurance has been arranged
to indemnify the Directors and officers of the Group.

As at 31st December, 2017, the interests and short positions of the Directors and Chief Executive of the Bank in the
shares, underlying shares and debentures of the Bank and its associated corporations as recorded in the register required
to be kept under section 352 of the SFO (the “Register”) were as follows:

I. Long positions in ordinary shares of the Bank:

% of issued

Name Capacity and nature No. of shares Total  voting Shares
David LI Kwok-po Beneficial owner 78,318,501

Interest of spouse 2,067,130

Interest of corporation 240,170

Executor of estate ~ 10,466,821 91,092,622 3.29
Arthur LI Kwok-cheung Beneficial owner 12,189,477

Interest of corporation 16,804,452

Executor of estate 10,466,821 39,460,750? 1.43
Allan WONG Chi-yun Beneficial owner 433,245

Interest of spouse 136

Founder and beneficiary

of discretionary trust 16,247,070 16,680,4513 0.60

Aubrey LI Kwok-sing Beneficial owner 1,169,663

Interest of spouse 22,802

Interest of corporation 16,634,563 17,827,028% 0.64
Winston LO Yau-lai - - Nil Nil
Stephen Charles LI Kwok-sze  Beneficial owner 10,964,254

Interest of children 637,367

Beneficiary of discretionary trusts 231,390

Administrator of estate 1,253,714 13,086,725° 0.47
Isidro FAINE CASAS - - Nil Nil
Peter LEE Ka-kit Interest of corporation 679,000 679,000° 0.02
Adrian David LI Man-kiu Beneficial owner 1,059,142

Interest of child 7,240

Settlor/Founder

of discretionary trust 2,034,129 3,100,5117 0.1

Brian David LI Man-bun Beneficial owner 2,357,009

Interest of corporation 779,633 3,136,6428 0.1
Daryl NG Win-kong - - Nil Nil
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% of issued

Name Capacity and nature No. of shares Total  voting Shares
Masayuki OKU - - Nil Nil
Rita FAN HSU Lai-tai - - Nil Nil
Meocre LI Kwok-wing - - Nil Nil
Henry TANG Ying-yen - - Nil Nil
CHAN Kin-por - - Nil Nil
Delman LEE - - Nil Nil
Notes:

1 David LI Kwok-po was the beneficial owner of 78,318,501 shares and he was deemed to be interested in 2,067,130 shares through
the interests of his spouse, Penny POON Kam-chui. He was also deemed to be interested in 240,170 shares held by David Li Kwok-po
Charitable Foundation Limited, a charitable institution of which David LI Kwok-po is a director and the sole member. He was also deemed
to be interested in 10,466,821 shares held by an estate of which he is one of the executors. Arthur LI Kwok-cheung was also deemed to
be interested in the same block of 10,466,821 shares as one of the executors of the estate (please refer to Note 2 below).

2 Arthur LI Kwok-cheung was the beneficial owner of 12,189,477 shares and he was deemed to be interested in 16,804,452 shares held
by Dapa Company Limited, which is wholly-owned by him. He was also deemed to be interested in 10,466,821 shares held by an estate
of which he is one of the executors. David LI Kwok-po was also deemed to be interested in the same block of 10,466,821 shares as one
of the executors of the estate (please refer to Note 1 above).

3 Allan WONG Chi-yun was the beneficial owner of 433,245 shares and he was deemed to be interested in 136 shares through the
interests of his spouse, Margaret KWOK Chi-wai (deceased). He was also deemed to be interested in 16,247,070 shares held by a
discretionary trust, Allan Wong 2011 Trust, of which Allan WONG Chi-yun is a founder and an eligible beneficiary.

4 Aubrey LI Kwok-sing was the beneficial owner of 1,169,663 shares and he was deemed to be interested in 22,802 shares through the
interests of his spouse, Elizabeth WOO. He was also deemed to be interested in 16,634,563 shares held by Hope Lake Ltd., which is
wholly-owned by him.

5 Stephen Charles LI Kwok-sze was the beneficial owner of 10,964,254 shares, and he was deemed to be interested in 637,367 shares
through the interests of his children. He was also deemed to be interested in 1,253,714 shares held by an estate of which he is one of
the Administrators. He was also deemed to be interested in 231,390 shares held by a discretionary trust, Longevity Trust, of which his
children were beneficiaries.

6  Peter LEE Ka-kit was deemed to be interested in 679,000 shares owned by Golf Limited, which is wholly-owned by him.

7 Adrian David LI Man-kiu was the beneficial owner of 1,059,142 shares, and he was deemed to be interested in 7,240 shares through the
interests of his child under the age of 18. Adrian David LI Man-kiu has made a voluntary disclosure of 2,034,129 shares indirectly held by
a discretionary trust of which he was the settlor/founder but has no influence on how the trustee exercises its discretion.

8  Brian David LI Man-bun was the beneficial owner of 2,357,009 shares. He was also deemed to be interested in 779,633 shares held by
Triple Kingdom Limited, which is wholly-owned by him.

Il. Long positions (in respect of equity derivatives) in underlying shares of the Bank:

Shares options, being unlisted physically settled equity derivatives, to subscribe for the ordinary shares of the Bank
were granted to David LI Kwok-po, Adrian David LI Man-kiu and Brian David LI Man-bun pursuant to the approved
Staff Share Option Schemes. Information in relation to these share options during the year ended 31st December,
2017 was shown in the section under “Information on Share Options” of this Report.

Ill. Interests in Hybrid Tier | Capital Instruments:

Allan WONG Chi-yun was the beneficial owner of the following capital instrumentshete:

Issuer Type/Class of Securities Amount of Debentures  No. of shares
The Bank of East Asia, Limited  Subordinated Notes US$7,000,000 -
Innovate Holdings Limited Preference Shares - 7,000
The Bank of East Asia, Limited  Substitute Preference Shares (unissued) - 7,000

Note: In November 2009, the Bank issued capital instruments qualifying as hybrid tier 1 capital with a face value of US$500 million. The
capital instruments comprise 8.5% step-up subordinated notes due 2059 issued by the Bank (the “2059 Notes”) stapled with perpetual
non-cumulative step-up preference shares issued by Innovate Holdings Limited, a wholly-owned subsidiary of the Bank (the “Innovate
Preference Shares”). The 2059 Notes and the Innovate Preference Shares are listed as stapled units on Singapore Exchange. The
Substitute Preference Shares (being perpetual non-cumulative step-up preference shares) are created, and to be issued by the Bank
upon the occurrence of a Substitution Event (as defined in the circular to shareholders of the Bank dated 11th November, 2009) as
one of the terms of the issue of the 2059 Notes and the Innovate Preference Shares.
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Save as disclosed above, no other interest or short position in the shares, underlying shares or debentures of the Bank or

any of its associated corporations were recorded in the Register.

At no time during the year was the Bank or any of its subsidiaries a party to any arrangement to enable the Directors
or Chief Executive of the Bank or their spouses or children under 18 years of age to acquire benefits by means of the
acquisition of shares in or debentures of the Bank or any other body corporate with the exception of the Staff Share
Option Schemes, details of which are set out in the following section under “Information on Share Options”, and Notes

2(g)(iv) and 40 on the accounts.

Information in relation to share options disclosed in accordance with the Listing Rules was as follows:

(1) Movement of share options during the year ended 31st December, 2017:

Number of Share Options

Date of Outstanding

Outstanding

Name Grant at 1/1/2017 Granted Exercised Lapsed at 31/12/2017
David LI Kwok-po 05/5/20112 666,000™ - - 666,000 0
05/5/20112 666,000™ - - - 666,000
05/5/20112 668,000™ - - - 668,000
03/5/20132 301,000 - 301,000¢ - 0
03/5/20132 668,000™ - - - 668,000
02/5/20142 666,000™ - - - 666,000
02/5/20142 666,000™ - - - 666,000
02/5/20142 668,000™ - - - 668,000
04/5/20152 666,000 - - - 666,000
04/5/20152 666,000 - - - 666,000
04/5/20152 668,000™ - - - 668,000
08/4/20162 666,000 - 666,000¢ - 0
08/4/2016° 666,000™ - - - 666,000
08/4/20162 668,000™ - - - 668,000
07/4/2017° - 666,000 - - 666,000
07/4/2017° - 666,000™ - - 666,000
07/4/2017° - 668,000™ - - 668,000
Adrian David LI Man-kiu  05/5/20112 216,000™ - - 216,000 0
05/5/20112 216,000 - - - 216,000
05/5/20112 218,000 - - - 218,000
10/5/20122 216,000™ - 216,000¢ - 0
10/5/20122 216,000 - - - 216,000
10/5/20122 218,000™ - - - 218,000
03/5/20132 216,000™ - - - 216,000
03/5/20132 216,000™ - - - 216,000
03/5/20132 218,000™ - - - 218,000
02/5/20142 216,000™ - - - 216,000
02/5/20142 216,000™ - - - 216,000
02/5/20142 218,000 - - - 218,000
04/5/20152 216,000™ - - - 216,000
04/5/20152 216,000 - - - 216,000
04/5/20152 218,000 - - - 218,000
08/4/2016° 216,000™ - - - 216,000
08/4/20162 216,000 - - - 216,000
08/4/20162 218,000™ - - - 218,000
07/4/2017° - 216,000™ - - 216,000
07/4/2017° - 216,000™ - - 216,000
07/4/2017° - 218,000™ - - 218,000
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02/5/20142 216,000™ - - - 216,000
02/5/20142 216,000 - - - 216,000
02/5/20142 218,0007 - - - 218,000
04/5/20152 216,000™ - - - 216,000
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Number of Share Options

Date of Outstanding

Outstanding

Name Grant at 1/1/2017 Granted Exercised Lapsed at 31/12/2017
Brian David LI Man-bun  05/5/20112 216,000™ - - 216,000 0
05/5/20112 216,000™ - - - 216,000
05/5/20112 218,000 - - - 218,000
10/5/20122 216,000™ - 216,000¢ - 0
10/5/20122 216,000™ - - - 216,000
10/5/20122 218,000™ - - - 218,000
03/5/20132 216,000™ - - - 216,000
03/5/20132 216,000™ - - - 216,000
03/5/20132 218,000™ - - - 218,000
02/5/20142 216,000™ - - - 216,000
02/5/20142 216,000™ - - - 216,000
02/5/20142 218,000™ - - - 218,000
04/5/20152 216,000™ - - - 216,000
04/5/20152 216,000™ - - - 216,000
04/5/20152 218,000™ - - - 218,000
08/4/20162 216,000 - - - 216,000
08/4/20162 216,000™ - - - 216,000
08/4/2016° 218,000™ - - - 218,000
07/4/2017° - 216,000™ - - 216,000
07/4/2017° - 216,000™ - - 216,000
07/4/2017° - 218,000™ - - 218,000
Aggregate of other 05/5/2011° 732,000™ - 336,000¢ 396,000 0
Employees* 05/5/20112 732,000™ - 441,000¢ - 291,000
05/5/20112 736,000 - 50,000¢ - 686,000
10/5/20122 632,000 - 100,000¢ - 532,000
10/5/20122 632,000™ - 50,000¢ - 582,000
10/5/20122 636,000 - - - 636,000
03/5/20132 732,000™ - 100,000¢ - 632,000
03/5/20132 732,000™ - 50,000¢ - 682,000
03/5/20132 736,000 - - - 736,000
02/5/20142 844,000 - - - 844,000
02/5/20142 894,000™ - 50,000¢ - 844,000
02/5/20142 899,500™ - 50,000¢ - 849,500
04/5/20152 932,000 - - - 932,000
04/5/20152 932,000™ - - - 932,000
04/5/20152 936,000 - - - 936,000
08/4/2016° 985,000 - 353,000¢ - 632,000
08/4/20162 985,000™ - - - 985,000
08/4/20162 992,500 - - - 992,500
07/4/2017° - 1,032,000 - - 1,032,000
07/4/2017° - 1,032,000™ - - 1,032,000
07/4/2017° - 1,036,000" - - 1,036,000
Other Participants** 05/5/2011¢2 50,000™ - 50,000¢ - 0
05/5/20112 100,000™ - - - 100,000
05/5/20112 100,000™ - - - 100,000
10/5/20122 100,000™ - 50,000¢ - 50,000
10/5/20122 100,000™ - - - 100,000
10/5/20122 100,000™ - - - 100,000
03/5/20132 50,000™ - - - 50,000
03/5/20132 50,000™ - - - 50,000
03/5/20132 50,0007 - - - 50,000
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®A RFEH & RATE R 76 K% e RITE
R 05/5/20112 216,000™ - - 216,000 0
05/5/2011° 216,0007 - - - 216,000
05/5/20112 218,0007 - - - 218,000
10/5/20122 216,000™ - 216,000¢ - 0
10/5/2012° 216,0007 - - - 216,000
10/5/20122 218,0007 - - - 218,000
03/5/20132 216,000™ - - - 216,000
03/5/2013° 216,0007 - - - 216,000
03/5/20132 218,0007 - - - 218,000
02/5/20142 216,000™ - - - 216,000
02/5/2014° 216,0007 - - - 216,000
02/5/20142 218,000" - - - 218,000
04/5/20152 216,000™ - - - 216,000
04/5/2015° 216,0007 - - - 216,000
04/5/2015° 218,0007 - - - 218,000
08/4/2016° 216,000™ - - - 216,000
08/4/2016° 216,0007 - - - 216,000
08/4/2016° 218,0007 - - - 218,000
07/4/2017° - 216,000™ - - 216,000
07/4/2017° - 216,000 - - 216,000
07/4/2017° - 218,000" - - 218,000
Hivlg BB~ 05/5/20112 732,000™ - 336,000¢ 396,000 0
05/5/2011° 732,0007 - 441,000¢ - 291,000
05/5/20112 736,0007 - 50,000¢ - 686,000
10/5/20122 632,000™ - 100,000¢ - 532,000
10/5/20122 632,0007 - 50,000¢ - 582,000
10/5/20122 636,000" - - - 636,000
03/5/20132 732,000™ - 100,000¢ - 632,000
03/5/2013° 732,0007 - 50,000¢ - 682,000
03/5/20132 736,0007 - - - 736,000
02/5/2014° 844,000 - - - 844,000
02/5/20142 894,0007 - 50,000¢ - 844,000
02/5/20142 899,500" - 50,000¢ - 849,500
04/5/2015° 932,000™ - - - 932,000
04/5/2015° 932,0007 - - - 932,000
04/5/20152 936,000" - - - 936,000
08/4/2016° 985,000 - 353,000¢ - 632,000
08/4/2016° 985,000 - - - 985,000
08/4/2016° 992,500™ - - - 992,500
07/4/2017° - 1,032,000™ - - 1,032,000
07/4/2017° - 1,032,000 - - 1,032,000
07/4/2017° - 1,036,000 - - 1,036,000
HANZ LA ** 05/5/20112 50,0007 - 50,000¢ - 0
05/5/20112 100,000™ - - - 100,000
05/5/20112 100,000™ - - - 100,000
10/5/20122 100,000 - 50,000¢ - 50,000
10/5/2012° 100,000™ - - - 100,000
10/5/2012° 100,000™ - - - 100,000
03/5/20132 50,000 - - - 50,000
03/5/2013° 50,0007 - - - 50,000
03/5/2013° 50,000™ - - - 50,000
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*  Employees working under employment contracts that were regarded as “Continuous Contracts” for the purpose of the Hong Kong

Employment Ordinance.

**  Other Participants refer to two former employees who ceased to be employees of the Bank in 2013. The share options were granted to
them prior to their cessation as employees of the Bank.

Notes:

a  Particulars of share options granted in years 2011 to 2016:

Exercise Price Per Share

Date of Grant Tranche Vesting Period Exercise Period HK$
05/5/2011 T1 05/5/2011 - 04/5/2012 05/5/2012 - 05/5/2017 32.00
05/5/2011 2 05/5/2011 — 04/5/2013 05/5/2013 — 05/5/2018 32.00
05/5/2011 3 05/5/2011 — 04/5/2014 05/5/2014 — 05/5/2019 32.00
10/5/2012 T1 10/5/2012 — 09/5/2013 10/5/2013 — 10/5/2018 28.99
10/5/2012 2 10/5/2012 — 09/5/2014 10/5/2014 — 10/5/2019 28.99
10/5/2012 3 10/5/2012 — 09/5/2015 10/5/2015 — 10/5/2020 28.99
03/5/2013 T1 03/5/2013 - 02/5/2014 03/5/2014 - 03/5/2019 31.40
03/5/2013 2 03/5/2013 - 02/5/2015 03/5/2015 - 03/5/2020 31.40
03/5/2013 3 03/5/2013 - 02/5/2016 03/5/2016 — 03/5/2021 31.40
02/5/2014 T1 02/5/2014 - 01/5/2015 02/5/2015 - 02/5/2020 32.50
02/5/2014 2 02/5/2014 - 01/5/2016 02/5/2016 — 02/5/2021 32.50
02/5/2014 T3 02/5/2014 - 01/5/2017 02/5/2017 - 02/5/2022 32.50
04/5/2015 T1 04/5/2015 - 03/5/2016 04/5/2016 — 04/5/2021 34.15
04/5/2015 2 04/5/2015 - 03/5/2017 04/5/2017 - 04/5/2022 34.15
04/5/2015 73 04/5/2015 - 03/5/2018 04/5/2018 - 04/5/2023 34.15
08/4/2016 T1 08/4/2016 - 07/4/2017 08/4/2017 - 08/4/2022 28.45
08/4/2016 2 08/4/2016 - 07/4/2018 08/4/2018 — 08/4/2023 28.45
08/4/2016 3 08/4/2016 — 07/4/2019 08/4/2019 — 08/4/2024 28.45

b Share options granted in year 2017:

(i) Particulars:

Exercise Price Per Share
Date of Grant Tranche Vesting Period Exercise Period HK$
07/4/2017 T1 07/4/2017 — 06/4/2018 0714/2018 — 07/4/2023 32.25
07/4/12017 2 07/4/2017 — 06/4/2019 0714/2019 - 07/4/2024 32.25
07/4/2017 73 07/4/2017 — 06/4/2020 07/4/2020 - 07/4/2025 32.25

(i) The closing price of the shares of the Bank on 6th April, 2017 (being the business day immediately preceding 7th April, 2017 on
which the options were granted) was HK$32.00.

(iii)  Fair value of share options granted during the year ended 31st December, 2017 and the assumptions are set out in Note 40 on the accounts.

¢ The annual weighted average ("AWA”) closing price of the shares of the Bank immediately before the date on which the options were
exercised during the year ended 31st December, 2017:

Exercise Price Per Share AWA Closing Price

Date of Grant Tranche No. of Options Exercised HK$ HK$
05/5/2011 T1 386,000 32.00 32.84
05/5/2011 2 441,000 32.00 35.51
05/5/2011 3 50,000 32.00 35.25
10/5/2012 T1 582,000 28.99 34.44
10/5/2012 2 50,000 28.99 33.92
03/5/2013 T1 100,000 31.40 34.88
03/5/2013 72 351,000 31.40 33.34
02/5/2014 T2 50,000 32.50 35.85
02/5/2014 73 50,000 32.50 35.85
08/4/2016 T1 1,019,000 28.45 34.08

(2) No share options were cancelled during the year ended 31st December, 2017.
(3) The accounting policy adopted for share options is set out in Note 2(g)(iv) on the accounts.

Save as disclosed above, as at 31st December, 2017, none of the Directors or Chief Executive of the Bank or their spouses
or children under 18 years of age were granted or exercised any right to subscribe for any equity or debt securities of the
Bank or any of its associated corporations.
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05/5/2011 2 05/5/2011 — 04/5/2013 05/5/2013 — 05/5/2018 32.00
05/5/2011 73 05/5/2011 — 04/5/2014 05/5/2014 — 05/5/2019 32.00
10/5/2012 T1 10/5/2012 — 09/5/2013 10/5/2013 - 10/5/2018 28.99
10/5/2012 1 10/5/2012 — 09/5/2014 10/5/2014 - 10/5/2019 28.99
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03/5/2013 1 03/5/2013 - 02/5/2015 03/5/2015 — 03/5/2020 31.40
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The following is a summary of the 2016 Scheme disclosed in accordance with the Listing Rules:

1.

Purpose of the 2016 Scheme:

(@  The 2016 Scheme is a share incentive scheme and is established to recognise and acknowledge the contributions
that eligible persons had made or may make to the Group.

(b) The 2016 Scheme will provide the eligible persons with an opportunity to have a personal stake in the Bank
with the view to motivating the eligible persons to optimise their performance and efficiency for the benefit of
the Group.

Participants of the 2016 Scheme:

The Board may at its discretion grant options to any employees including Executive Directors and Chief Executive of
the Group.

Total number of shares available for issue under the 2016 Scheme and % of issued shares at 31st December, 2017:

The total number of shares available for issue under the 2016 Scheme is 6,400,000 ordinary shares representing 0.23%
of the issued shares of the Bank at 31st December, 2017.

Maximum entitlement of each participant under the 2016 Scheme:

No options may be granted to any eligible persons, which if exercised in full would result in the total number of Shares
issued and to be issued upon exercise of the share options already granted or to be granted to such eligible person
under the 2016 Scheme or any other schemes (which are subject to regulation under Chapter 17 of the Listing Rules)
of the Bank (including exercised, cancelled and outstanding share options) in the 12-month period up to and including
the date of such new grant exceeding 1% of the issued share capital as at the date of such new grant. Any grant of
further options above this limit shall be subject to certain requirements as stipulated in the rules of the 2016 Scheme.

The period within which the shares must be taken up under an option:

Beginning on the vesting date of such options, the date on which such option is vested and becomes exercisable,
and ending on the fifth anniversary of the vesting date thereof, except as provided otherwise in the rules of the 2016
Scheme.

. The minimum period for which an option must be held before it can be exercised:

From the Date of Grant of such options up to the day immediately before the vesting date thereof.

. The amount payable on application or acceptance of the option and the period within which payments or

calls must or may be made or loans for such purposes must be paid:

N/A

The basis of determining the exercise price:
The exercise price is determined by the Directors and being not less than the highest of:

(@) the closing price of the Bank's ordinary shares in the Stock Exchange’s daily quotations sheet on the date of
grant of the relevant options; and

(b) an amount equivalent to the average closing price of the Bank’s ordinary shares as stated in the Stock
Exchange’s daily quotation sheets for the 5 business days immediately preceding the date of grant of the
relevant options.

Vesting of Options:

Save as provided otherwise in the rules of the 2016 Scheme, an option granted under the 2016 Scheme shall be
vested and become exercisable as follows:

(@  not more than one third of the option shall be vested and become exercisable on the first anniversary of the
Date of Grant;
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(b)  not more than one third of the option shall be vested and become exercisable on the second anniversary of the

Date of Grant; and

(¢)  the remaining balance of the option shall be vested and become exercisable on the third anniversary of the Date

of Grant.

10. The remaining life of the 2016 Scheme:

The Scheme Period will end on 18th April, 2021.

As at 31st December, 2017, the interests or short positions of substantial shareholders and other persons in the shares
and underlying shares of the Bank as recorded in the register required to be kept under section 336 of the SFO (the

“Register”) were as follows:

Long positions in ordinary shares of the Bank:

% of issued

Name Capacity and nature No. of shares voting Shares
Sumitomo Mitsui Banking Corporation Beneficial owner 510,003,673’ 19.01
Sumitomo Mitsui Financial Group, Inc. Interest of corporation 510,003,673 19.01
Criteria Caixa, S.A., Sociedad Unipersonal Beneficial owner 464,287,319? 17.30
Fundacion Bancaria Caixa d'Estalvis i Pensions Interest of corporation 464,287,3192 17.30
de Barcelona, “la Caixa”
Guoco Management Company Limited Beneficial owner 369,755,978 14.15°
Guoco Group Limited Interest of corporation 369,755,978° 14.15
Guoline Overseas Limited Interest of corporation 369,755,978 14.15°
GuolLine Capital Assets Limited Interest of corporation 369,755,978° 14.15°
Hong Leong Company (Malaysia) Berhad Interest of corporation 369,755,978 14.15
HL Holdings Sdn Bhd Interest of corporation 369,755,978 14.15
QUEK Leng Chan Interest of corporation 369,755,978° 14.15
Hong Leong Investment Holdings Pte. Ltd. Interest of corporation 369,755,978* 14.15
Davos Investment Holdings Private Limited Interest of corporation 369,755,978* 14.15
KWEK Leng Kee Interest of corporation 369,755,978* 14.15
Elliott Capital Advisors, L.P. Interest of corporation 218,080,742° 8.00

Notes:

1

Sumitomo Mitsui Financial Group, Inc. owned a 100% interest in Sumitomo Mitsui Banking Corporation. Sumitomo Mitsui Financial
Group, Inc. was deemed to be interested in the 510,003,673 shares of the Bank held by Sumitomo Mitsui Banking Corporation.

The Bank had been notified that the shareholdings of the above 2 corporations had been increased such that, as at 31st December,
2017, they stood at 539,181,277 shares (equivalent to approximately 19.50% of the issued shares of the Bank as at 31st December,
2017). Such increases in shareholdings were not required to be disclosed under Part XV of the SFO.

As at 31st December, 2017, Fundaciéon Bancaria Caixa d'Estalvis i Pensions de Barcelona, "la Caixa" (“la Caixa”) owned a 100% interest in
Criteria Caixa, S.A., Sociedad Unipersonal (“Criteria Caixa”). la Caixa was deemed to be interested in the 464,287,319 shares of the Bank
held by Criteria Caixa.

The Bank had been notified that the shareholdings of the above 2 corporations had been increased such that, as at 31st December,
2017, they stood at 482,416,732 shares (equivalent to approximately 17.44% of the issued shares of the Bank as at 31st December,
2017). Such increases in shareholdings were not required to be disclosed under Part XV of the SFO.

The references to 369,755,978 shares of the Bank in Notes 3 and 4 relate to the same block of shares. Guoco Management Company
Limited was the beneficial owner of 369,755,978 shares (equivalent to approximately 14.15% of the issued shares of the Bank as at 27th
March, 2015, i.e. at the time of disclosure pursuant to Part XV of the SFO, and approximately 13.37% of the issued shares of the Bank
as at 31st December, 2017). Hong Leong Company (Malaysia) Berhad was deemed to be interested in the 369,755,978 shares held by
Guoco Management Company Limited by virtue of its 100% interest in GuoLine Capital Assets Limited which owned a 100% interest
in GuoLine Overseas Limited. GuoLine Overseas Limited held a 71.88% interest in Guoco Group Limited which in turn owned a 100%
interest in Guoco Management Company Limited. GuoLine Capital Assets Limited, GuoLine Overseas Limited and Guoco Group Limited
were all deemed to be interested in the 369,755,978 shares held by Guoco Management Company Limited.

Quek Leng Chan was deemed to be interested in the 369,755,978 shares held by Guoco Management Company Limited by virtue of his
100% interest in HL Holdings Sdn Bhd (“"HLH"). Hong Leong Company (Malaysia) Berhad was 49.27% owned by Quek Leng Chan as to
2.424% under his personal name, 46.534% via HLH which was wholly-owned by him and 0.311% via Newton (L) Limited.
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4 The references to 369,755,978 shares of the Bank in Notes 3 and 4 relate to the same block of shares. Hong Leong Company (Malaysia)
Berhad was 34.69% held by Hong Leong Investment Holdings Pte. Ltd. which was in turn 33.59% held by Davos Investment Holdings
Private Limited. Hong Leong Investment Holdings Pte. Ltd. and Davos Investment Holdings Private Limited were deemed to be interested
in the 369,755,978 shares (equivalent to approximately 14.15% of the issued shares of the Bank as at 27th March, 2015, i.e. at the time
of disclosure pursuant to Part XV of the SFO, and approximately 13.37% of the issued shares of the Bank as at 31st December, 2017)
held by Guoco Management Company Limited by virtue of their interests in Hong Leong Company (Malaysia) Berhad.

KWEK Leng Kee was deemed to be interested in the 369,755,978 shares held by Guoco Management Company Limited by virtue of his
41.92% interest in Davos Investment Holdings Private Limited.

5 GuoLine Overseas Limited and GuoLine Capital Assets Limited are wholly-owned subsidiaries of Hong Leong Company (Malaysia) Berhad
and Guoco Management Company Limited is a wholly-owned subsidiary of Guoco Group Limited. With the filing of the substantial
shareholder notices by Hong Leong Company (Malaysia) Berhad and Guoco Group Limited, GuolLine Overseas Limited, GuoLine Capital
Assets Limited and Guoco Management Company Limited do not need to file their respective substantial shareholder notices under the
“wholly-owned group exemption” as provided in the SFO.

6  Elliott Capital Advisors, L.P. ("ECALP") was deemed to be interested in these shares (equivalent to approximately 8.00% of the issued
shares of the Bank as at 4th July, 2017, i.e. at the time of disclosure pursuant to Part XV of the SFO, and approximately 7.89% of
the issued shares of the Bank as at 31st December, 2017) comprising 198,044,142 shares held by Elliott International L.P. ("EILP"),
20,035,600 shares held by The Liverpool Limited Partnership ("Liverpool LP"), 200 shares held by Artan Investments Ltd, 200 shares held
by Frasco Investments Ltd, 200 shares held by Milton Investments Ltd, 200 shares held by Parlan Investments Ltd and 200 shares held by
Trevet Investments Ltd.

Liverpool LP was 100% controlled by Liverpool Associates, Ltd. Liverpool Associates, Ltd, Artan Investments Ltd and Frasco Investments
Ltd were 100% controlled by Elliott Associates, L.P.. Milton Investments Ltd, Parlan Investments Ltd and Trevet Investments Ltd were
100% controlled by EILP which in turn was 100% controlled by Hambledon, Inc..

Both Elliott Associates, L.P. and Hambledon, Inc. were 100% controlled by ECALP which is accustomed to act in accordance with the
instructions of Paul Singer.

Save as disclosed above, no other interest or short position in the shares or underlying shares of the Bank were recorded
in the Register.

During the year, other than the Staff Share Option Schemes as set out in the above section under “Information on Share
Options” and Notes 2(qg)(iv) and 40 on the accounts, the Bank has not entered into any equity-linked agreement.

As at the date of this Report, the Bank has maintained the prescribed public float under the Listing Rules, based on the
information that is publicly available to the Bank and within the knowledge of the Directors.

Donations made by the Group during the year for charitable and community purposes amounted to approximately HK$4
million (2016: HK$5 million).

The Bank is committed to maintaining high standards of corporate governance. Information on the corporate governance
practices adopted by the Bank is set out in the Corporate Governance Report of this Annual Report.

The Annual Report for the financial year ended 31st December, 2017 complies with the applicable disclosure requirements
of the Banking (Disclosure) Rules.

A resolution for the re-appointment of KPMG as auditors of the Bank is to be proposed at the forthcoming Annual
General Meeting.

On behalf of the Board
David LI Kwok-po

Chairman & Chief Executive

Hong Kong, 22nd February, 2018
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TO THE MEMBERS OF THE BANK OF EAST ASIA, LIMITED
(Incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of The Bank of East Asia, Limited (“the Bank”) and its subsidiaries (together
“the Group”) set out on pages 160 to 317, which comprise the consolidated statement of financial position as at 31st December 2017,
the consolidated income statement, the consolidated statement of comprehensive income, the consolidated statement of changes in
equity and the consolidated cash flow statement for the year then ended and notes to the consolidated financial statements, including a
summary of significant accounting policies.

In our opinion, the consolidated financial statements give a true and fair view of the consolidated financial position of the Group as at
31st December 2017 and of its consolidated financial performance and its consolidated cash flows for the year then ended in accordance
with Hong Kong Financial Reporting Standards (“HKFRSs"”) issued by the Hong Kong Institute of Certified Public Accountants (“HKICPA")
and have been properly prepared in compliance with the Hong Kong Companies Ordinance.

We conducted our audit in accordance with Hong Kong Standards on Auditing (“HKSAs"”) issued by the HKICPA. Our responsibilities
under those standards are further described in the Auditor’s responsibilities for the audit of the consolidated financial statements section
of our report. We are independent of the Group in accordance with the HKICPA's Code of Ethics for Professional Accountants (“the
Code") and we have fulfilled our other ethical responsibilities in accordance with the Code. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the consolidated
financial statements of the current period. These matters were addressed in the context of our audit of the consolidated financial
statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on these matters.

Impairment of advances to customers
Refer to notes 2(k)(i), 29(b), 45(a) to the consolidated financial statements

Key audit matter

The Group's advances to customers amounted as at 31st December
2017 to HK$473,776 million, 43% of which related to exposures in
Mainland China.

Impairment of loans and advances across the banking industry continues
to be an area of concern and elevated focus, as counterparties
(particularly in Mainland China) continue to tackle liquidity and over-
capacity concerns.

The amount of impaired loans of the Group decreased from HK$6,767
million as at 31st December 2016 to HK$5,177 million as at 31st
December 2017, with total impairment allowances amounting to
HK$3,437 million as at 31st December 2017. Impairment of advances to
customers is a subjective area due to the level of judgement exercised by
management in determining allowances.

How the matter was addressed in our audit

Our audit procedures to assess the impairment of advances to customers
included the following:

e assessing the design, implementation and operating effectiveness
of key internal controls over determination of loss events and
quantum of losses including the approval, recording, monitoring
and restructuring of advances to customers, the credit grading
process and the measurement of impairment allowances for
individually assessed advances to customers, which included using
our information technology specialists to assess the information
systems controls critical to the credit grading process, such as the
compilation of the overdue reports for advances to customers.
We also assessed the design, implementation and operating
effectiveness of a selection of relevant automated application
controls within these systems, as well as the key internal controls
over these underlying systems, including controls over access to
these systems and controls over data and change management;
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Impairment of advances to customers
Refer to notes 2(k)(i), 29(b), 45(a) to the consolidated financial statements

Key audit matter

From the Group's perspective, the impairment allowances of certain
portfolios are relatively more sensitive to management judgement.
These include advances to customers where impairment allowances
were derived from collective assessment models, where the advances
are unsecured or where the advances are subject to potential collateral
shortfalls.

The determination of the collective impairment allowance is heavily
dependent on the external macro environment and the Group's internal
collective assessment models. The Group’s collective impairment
allowance is derived from estimates including the Group's historical
losses for loans, the loss emergence period (i.e., the time lapse between
the occurrence of the event causing eventual default to the actual
charge-off) and other adjustment factors.

Individual impairment allowances are estimated by management once
objective evidence of impairment becomes apparent. Management
exercises judgement in determining the occurrence of loss event and
the quantum of loss based on a range of factors. These include available
remedies for recovery, the financial situation of the borrower, prevailing
economic conditions, collateral valuation, the seniority of claim and
the existence and cooperativeness of other creditors. Whilst the Group
appoints external valuers for the valuation of certain property and other
illiquid collateral, enforceability, timing and means of realisation also
affect the ultimate collectability and thereby the amount of impairment
allowance as at the reporting date.

We identified impairment of advances to customers as a key audit
matter because of the inherent uncertainty and management judgement
involved and because of its significance to the financial results and
capital of the Group.

How the matter was addressed in our audit

evaluating the validity of the models used and assumptions adopted
in the Group’s calculation of the collective impairment allowance by
critically assessing input parameters involving subjective judgement,
seeking collaborative evidence from external sources and assessing
the accuracy of the historical losses input to the models. As part
of these procedures, we challenged the Group’s revisions to
estimates and input parameters, the consistency of judgement
applied in the use of economic factors, the loss emergence period
and the observation period for historical losses. \We compared the
economic factors used in the model to market information to assess
whether they were aligned with relevant market and economic
data. We also assessed the emergence period by comparing the
lifecycle of overdue accounts from the specific credit event with
the downgrading of the account to a non-performing loan. Having
considered the above, we checked the calculation of the amount of
collective impairment allowance;

assessing the impairment allowances for individually impaired
loans and advances by selecting a risk-based sample for credit
review. We analysed the loan portfolio by industry sector to select
samples for credit review in industries more vulnerable to economic
environment, such as those suffering from lower commodity prices
and over-capacity. We also selected samples based on other risk
criteria and from the Group's watch list and overdue report as well as
stress-testing results. We selected further samples for credit review
from loans classified as “Special Mention” or “Non-performing” in
accordance with the Guideline on Loan Classification System as set
by the Hong Kong Monetary Authority;

for the samples selected, we assessed the forecast cash flows
for impaired loans, challenging the viability of the Group's
recovery plans, evaluated the timing and means of realisation of
collateral and considered other sources of repayment asserted by
management. We also evaluated the consistency of management’s
application of key assumptions, assessed any change in basis and
compared the data to our own data sources; and

evaluating the competence and integrity of the external valuers
engaged by the Group to value certain collateral.
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Assessment of the fair value of financial instruments

Refer to notes 1(f)(iii), 27, 28, 30, 45(b), 46(a) to the consolidated financial statements

Key audit matter

Financial instruments carried at fair value account for a significant
portion of the Group’s assets. As at 31st December 2017 the fair
value of these financial instruments was HK$142,785 million of which
HK$89,447 million, HK$52,776 million and HK$562 million was
classified as level 1, 2 and 3 financial instruments respectively.

The valuation of the Group's financial instruments, which are stated at
their fair values, is based on a combination of market data and valuation
models which often require a considerable number of inputs. Many of
these inputs are obtained from readily available data for liquid markets.
Where such observable data is not readily available, as in the case of
level 3 financial instruments, estimates need to be developed which can
involve significant management judgement.

In addition, the Group has developed its own models to value
certain level 2 and 3 financial instruments, which involves significant
management judgement.

We identified the assessment of the fair value of financial instruments
as a key audit matter because of the complexity and significant
management judgement required in the valuation of some financial
instruments and because of the lower transparency of inputs used in the
valuation techniques for certain financial instruments which increases
the risk of potential error.

How the matter was addressed in our audit

Our audit procedures to assess the fair value of financial instruments
included the following:

e assessing the design, implementation and operating effectiveness
of key internal controls over the valuation, independent price
verification and model validation for financial instruments. For the
key underlying systems used for the processing of transactions
in relation to financial instruments we utilised our information
technology specialists to assess the design, implementation and
operating effectiveness of a selection of relevant automated controls
within these systems. We also assessed the design, implementation
and operating effectiveness of the key internal controls over these
underlying systems, including controls over access to these systems
and controls over data and change management;

e evaluating the fair values of level 1 financial instruments by
comparing the fair values applied by the Group with publicly
available market data, on a sample basis;

e engaging our internal valuation specialists to perform, on a sample
basis, independent valuations of level 2 and level 3 financial
instruments and compare these valuations with the Group's
valuations. Our independent valuations included developing
models, obtaining inputs independently and verifying the inputs,
evaluating the methodology adopted by management for the
valuation of these financial instruments and assessing the inputs
and assumptions used in the valuations;

e assessing the appropriate application of Credit Value and Debit
Value Adjustments (“CVA/DVA") that form an integral part of fair
values; inquiring of management about any changes in the CVA/
DVA methodology and assessing the inputs applied; and

e assessing whether the disclosures in the consolidated financial
statements appropriately reflected the Group's exposure to financial
instrument valuation risk with reference to the requirements of the
prevailing accounting standards.
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The directors are responsible for the other information. The other information comprises all the information included in the annual
report, other than the consolidated financial statements and our auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover the other information and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with the consolidated financial statements or our knowledge obtained
in the audit or otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this other information, we are required
to report that fact. We have nothing to report in this regard.

The directors are responsible for the preparation of the consolidated financial statements that give a true and fair view in accordance
with HKFRSs issued by the HKICPA and the Hong Kong Companies Ordinance and for such internal control as the directors determine is
necessary to enable the preparation of consolidated financial statements that are free from material misstatement, whether due to fraud
or error.

In preparing the consolidated financial statements, the directors are responsible for assessing the Group’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless the directors
either intend to liquidate the Group or to cease operations, or have no realistic alternative but to do so.

The directors are assisted by the Audit Committee in discharging their responsibilities for overseeing the Group’s financial reporting
process.

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. This report is made solely to
you, as a body, in accordance with section 405 of the Hong Kong Companies Ordinance, and for no other purpose. We do not assume
responsibility towards or accept liability to any other person for the contents of this report.

Reasonable assurance is a high level of assurance but is not a guarantee that an audit conducted in accordance with HKSAs will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these
consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise professional judgement and maintain professional scepticism throughout the
audit. We also:

e |dentify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud or error, design
and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances but not for the purpose of expressing an opinion on the effectiveness of the Group's internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by the directors.
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Conclude on the appropriateness of the directors’ use of the going concern basis of accounting and, based on the audit evidence
obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the Group’s ability
to continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However, future events or
conditions may cause the Group to cease to continue as a going concern.

Evaluate the overall presentation, structure and content of the consolidated financial statements, including the disclosures, and
whether the consolidated financial statements represent the underlying transactions and events in a manner that achieves fair
presentation.

Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities within the Group
to express an opinion on the consolidated financial statements. We are responsible for the direction, supervision and performance of

the Group audit. We remain solely responsible for our audit opinion.

communicate with the Audit Committee regarding, among other matters, the planned scope and timing of the audit and significant

audit findings, including any significant deficiencies in internal control that we identify during our audit.

We also provide the Audit Committee with a statement that we have complied with relevant ethical requirements regarding

independence and communicate with them all relationships and other matters that may reasonably be thought to bear on our

independence and, where applicable, related safeguards.

From the matters communicated with the Audit Committee, we determine those matters that were of most significance in the audit

of the consolidated financial statements of the current period and are therefore the key audit matters. We describe these matters in

our auditor’s report unless law or regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we

determine that a matter should not be communicated in our report because the adverse consequences of doing so would reasonably be
expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s report is Donowho, Simon Christopher.

KPMG
Certified Public Accountants

8th

Floor, Prince’s Building

10 Chater Road
Central, Hong Kong

22nd February 2018
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CONTINUING OPERATIONS
Interest income
Interest expense

Net interest income

Fee and commission income
Fee and commission expense
Net fee and commission income
Net trading profits

Net result from financial instruments
designated at fair value through
profit or loss

Net hedging loss
Net insurance revenue
Other operating income

Non-interest income

Operating income
Operating expenses

Operating profit before impairment losses

Impairment losses on loans and receivables

Impairment losses on available-for-sale
financial assets

Impairment losses on assets held for sale
Impairment losses on intangible assets

Impairment losses

Operating profit after impairment losses

Net profit on sale of held-to-maturity
investments

Net profit on sale of available-for-sale
financial assets

Net loss on repurchase of debt issued

Net profit on sale of disposal groups and
assets held for sale

Net profit on disposal of subsidiaries/associates

Net (loss)/gain on disposal of fixed assets
Valuation gains on investment properties
Share of profits less losses of associates

Profit for the year before taxation
Income tax

Profit for the year from continuing operations

DISCONTINUED OPERATIONS
Profit from discontinued operations

Profit for the year

For the year ended 31st December, 2017 EZ2017F 12 531 HIFFE

Notes fifs#

HERBET
FIBMA
e

AR EHA

RSB RAEIA 7
AR7S B RS
AR5 B KBS WA FE
RS FEE 8
BT BRBERN R
AHEESRTAN
FRA 9
nEETEE 10
S e ON 11(a)
E L&A 12

FEMBIA

ETON
g«<%§m 13

AMBRRERR ZE LT
ERRERRIBRERE 14

AfthESREERERE
HEEREEERERE
B AERERE 34(b)

REBR
ENBRBERAR 2L HF

HERZERE 2 FRF
HEAHLIESHEEY
F Al 15
EFERETERFER
HELEARRIFEELEEE
ZFEA
HEMB, B AR ZFEF
HEBETEEELT(EE) /BT 16
EREMERT

JE(REE R RDERRUE 1R 33
FENRB AR
g 17

T R IR AL S T |
BRI 7K
B4R || AR s ezt | o

FERET

2017
HKS Mn B8 EET
21,629
(9,797)
11,832

3,557
(1,064)
2,493

526

35
2)
687
382

4,121

15,953
(8,067)

7,886

(1,742)

2)
(63)
(650)

(2,457)

5,429

1,057

183
2
(22)
522
388

7,565
(1,195)

6,370

4,145

10,515

2016
Restated &
HK$ Mn BB EET

20,363
(9,265)
11,098

3,485

(1,028)

2,457
480

(92)
(22)
415
378

3,616

14,714
(8,206)

6,508

(3,462)

(3,463)
3,045

10

859
62
431

4,592
(1,067)

3,525

304

3,829



Attributable to:
Owners of the parent
- from continuing operations
- from discontinued operations

Non-controlling interests

Profit for the year

Earnings per share
Basic
— profit for the year
— profit from continuing operations
Diluted
- profit for the year
- profit from continuing operations

REWITHERDE
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For the year ended 31st December, 2017 EZ2017F 12531 A1FFE

Notes #1zt
AEBRn:
REBRE
—RERECEER
—REBKRIEEEER
43())
FEE R 44
FE A
FRER
K 20
—EE MR
—RERFELCEEH R
B 20
—FE AR
— REFECEER R

The notes on pages 168 to 317 form part of these financial statements. Details of

dividends payable to equity shareholders of the Bank attributable to the profit for the

year are set out in Note 19.

2017

HK$ Mn B EET

6,298
3,049

9,347
1,168

10,515

HKS FB#T

3.21
2.09

3.20
2.09

2016
Restated &
HK$ Mn B EET

3,505
218

3,723
106

3,829
HK$ AT

1.21
1.12

1.21
1.12

F168E317TAZMEBAMBIHRKRZ —H5H °
EHBFENEN L RN FARITRR 2BREFE

EFEERHEET9
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FeEZEBER

For the year ended 31st December, 2017 EZ 2017 F 12531 HILFE

2017 2016
Notes ffzf  HK$ Mn B¥EEBRT  HKSMn B¥EET
Net profit A 10,515 3,829
Other comprehensive income for the year: FREANEMDERE
ltems that will not be reclassified to income
statement: PrIEEERAIER
Premises: 7t
— unrealised surplus on revaluation of — BHITHFTEAER
premises AERBH 43(b) 44 141
Items that may be reclassified subsequently to
income statement: AR ReE R e R AIIER
Premises: 7t
— deferred taxes —IRIERIA 43(b) 1 10
Available-for-sale investment revaluation
reserve: AT HEREME R
— fair value changes recognised to — st AR R AR
equity NHEEZS 43(g) 1,491 12
— fair value changes reclassified (to)/from —(BA)/BElERN
income statement: NTEEZS
— on impairment and amortisation —RfE RN 43(g) - 27
— on disposal —HE 43(9) (1,320 (136)
— deferred taxes —RIERIA 43(9) (65) 73
Share of changes in equity of associates FE(RE & A Rl & B 43(h) (54) 147
Exchange differences arising from translation  #&/5M3 1T « ML B KB &
of accounts/disposal of overseas branches, NAIMBRIENE & FTE
subsidiaries and associates RN Z5 2,818 (2,144)
Other comprehensive income Hih 2 EUa 2,915 (1,870)
Total comprehensive income 2EY B 13,430 1,959
Total comprehensive income attributable to: ~ 2E AR FER
Owners of the parent AEERE 12,206 1,884
Non-controlling interests FEIERR I 1,224 75
13,430 1,959

The notes on pages 168 to 317 form part of these financial statements.

E168E3N7TAZHEBAMBHRKR 2 —57 °
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As at 31st December, 2017 20174 12531 H

2017 2016
Restated E 3

Notes i/ HK$ Mn BEEERX  HKSMn BEEERT
ASSETS BE
Cash and balances with banks and other e RERTAEM S RIEIED
financial institutions @& 24 60,670 65,720
Placements with and advances to banks and  7ESR1T R E fth & RIS TF R %
other financial institutions B4 25 53,609 44,052
Trade bills EHRE 26 13,909 11,939
Trading assets RoHBBEE 27 6,956 4,404
Financial assets designated at fair value BERBRBSEURMATERE
through profit or loss HeREE 28 4,169 3,554
Positive fair value of derivatives TETAMEATEE 47(b)ii) 11,335 8,938
Loans and advances to customers EFERRBK 29 470,339 450,445
Available-for-sale financial assets AtHESREE 30 120,325 110,491
Held-to-maturity investments REIHEE 31 9,798 5,663
Investments in associates B AEIRE 33 9,429 6,011
Fixed assets EEEE 35 12,750 11,990
~ Investment properties —REME 5,107 4,467
— Other properties and equipment —HoE R&fE 7,643 7,523
Goodwill and intangible assets EEREVEAE 34 1,959 2,639
Deferred tax assets BERIEEE 37(b) 602 785
Other assets Hity&E 36 33,092 39,075
Total Assets BERTE 808,942 765,706
EQUITY AND LIABILITIES R R EE
Deposits and balances of banks and RIT R E A S BB E R
other financial institutions &S 26,981 26,475
— Designated at fair value through —BE ARBER AR
profit or loss A EE 3,110 =
— At amortised cost —BHR 23,871 26,475
Deposits from customers BEFEER 571,684 535,789
Trading liabilities RH5HABBEE 38(a) 1 50
Negative fair value of derivatives MTETEMBRATEE 47(b)ii) 12,077 7,982
Certificates of deposit issued BEITERE 36,466 28,857
— Designated at fair value through —EERBBEGIARY
profit or loss NYEE 11,655 18,106
— At amortised cost — R 24,811 10,751
Current taxation REARITE 37(a) 1,160 1,605
Debt securities issued BETEBES 1,007 7,154
— Designated at fair value through — B AiRRE R AR
profit or loss ~NTEE 851 418
— At amortised cost — R 156 6,736
Deferred tax liabilities ERERIEAR 37(b) 551 462
Other liabilities Hit& & 38(b) 45,378 50,088
Loan capital - at amortised cost BEEAR—BHRA 39 12,413 20,608
Total Liabilities BERRE 707,728 679,070
Share capital N 41 37,527 35,490
Reserves [ 43 51,955 42,941
Total equity attributable to owners
of the parent FENAEER R EREE 89,482 78,431
Additional equity instruments FEIMRAT A 42 8,894 5,016
Non-controlling interests IR 44 2,838 3,189
Total Equity R R A 101,214 86,636
Total Equity and Liabilities IR B R 808,942 765,706
Approved and authorised for issue by the Board on 22nd February, 2018. EREN2018F2 A22 Bixf RIZHEEM ©
Chairman and Chief Executive David LI Kwok-po FEFITBARE =HE
Director Meocre LI Kwok-wing o 2 [ &4

The notes on pages 168 to 317 form part of these financial statements. F168E317E YW BAMBHREY — 25 o
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended 31st December, 2017 EZ 2017 F 12531 HILFE

Capital
reserve - Revaluation
staffshare  Exchange  Investment  reserve of Additional Non-
Share options  revaluation  revaluation bank Capital General Other  Retained equity ~ controlling Total
capital issued reserve reserve  premises reserve reserve - reserves’ profits Total instruments interests equity
EAGR-
B8 EXEf  REEf  OLER B #ER

Bx  ESZRE i i BE  EREE  -hBE  ReER  2mE #%  RFIRE [ .
HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn  HKSMn

AMEAT  RMEET  ANEER  RMEET  AWEER  RMEET  AWBER  BMEER  RMEER  RNAEER  RREER  AMEER  RAEER

At 1t January, 2017 R017E1818 35,490 12 (2,219 1359 1728 30 14,035 5293 Py 78431 5016 3189 86,636
Changes in equity Es%Y
Profitfor the year EREAEH - - - - - - - - 9347 9347 - 1,168 10,515
Other comprehensive income £ 2 & - - 2762 106 45 - - (54) - 2859 - 5 2915
Total comprehensive income ~~ 2E4ELE - - 2,762 106 4 - - (54) 9347 12,206 - 124 13430
Issue of additional equity ETEIRE
instruments' I& - - - - - - - - - - 3878 - 3878
Shares issued i lieu of WRRSE{TH
dividend (ot 41) Rihi1) 190 - - - - - - - - 197 - - 1927
Shares issued under Staff BRERAR:E
Share Option Schermes LG
(Note 41) (W41 3 - - - - - - - - 3 - - 93
Fquity settled share-based R EERE
transaction (Note 43(f) LR5
(Hz43) - 3 - - - - - - - 3 - - 36
Transfer g% 17 (29) - - (16) - 5 (308) 07 - - - -
Divdends declared or ERREEMHIL
approved during the year BERERE - - - - - - - - (3211 (321) - (142) (4633)
Change of ownership in WA RRE
subsidaries 2y - - - - - - - - - - - (18) (13)
Decrease in non-controlling SRR
nterestsarsng flomcapital ~~ FEIHER
reducton of a subsidiary R - - - - - - - - - - - (135) (135)
At 31t December, 2017 RO175128318 3151 135 481 1465 1757 230 14,060 4931 28,890 89,482 8,894 2838 101214

1. During the year, the Bank issued HK$3,892 million (USD500 million) undated non-cumulative 1. FEERA  RiTRITEE38.92(F T (518%7T)EE

subordinated Additional Tier 1 capital securities (“AT1”). Direct issuance costs of HK$14 million HIAIER B EREINRA T A FEINKATAY) >
are accounted for as a deduction from the equity instruments. EEETREAENR], 4008 TAEAS © WE K
ATAFHG -
2. Other reserves include statutory reserve and other reserves. 2. BMHEEEZEFEREMEE

The notes on pages 168 to 317 form part of these financial statements. F168E3N7TE WA BAMBHREK L —HH °
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (CONTINUED)

GAERBE R (HE)

For the year ended 31st December, 2016  #Z 2016 F 12 531 HILFE

Capital
reserve - Revaluation
staffshare ~~ Exchange  Investment  reserve of Additional Non-
Share options ~ revaluation  revaluation bank Captal General Other Retained equity  controling Total
capital issued Tesenve fesene  premises resere resene resenes! profs Total  instruments interests equiy
BAGE-
BEfT  EMEN  REER  fHER b AR
B ERIME i e Bk AREE  HEE EpER  4FeN 48  RAIR BE  BagE
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
A¥BET  AYEET  RMEET  A¥EEn  BMEET  AMEET  AMEER  BMRET  AMEET  AMEER  AMAET  AMEEm  AREER
At 15t January, 2016 R016E1A18 33815 90 (162) 1383 1,639 230 13953 4,666 2,19 71413 5016 3212 85,641
Changes in equity (o)
Profit for the year ERNET = = = = = - - - 373 313 - 106 3809
Other comprehensive income. 2 - - 2113) () 151 - - 147 - (1,839 - 31 (1.870)
Total comprehensieincome ~ 2EUEEE - - 2113 (24) 151 - - 147 313 1884 - 75 1959
Sharesissued in lieu of WRRSEAHR
dividend (Note 41) Wkiz41) 1,663 = = = = = = = = 1,663 = - 1,663
Shares issued under Staff BEERAR:E
Share Option Schemes Al
(Note41) (1) 11 - - - - - - - - 11 - - 1
Equity settled share-based WRAERER
transaction (Note 43(f) 1225
(hiza3) - 3 - - - - - - - 3 - - 3
Transfer 8 1 ) - - (62) - 8 489 (509) = = = =
Dividends declred or EENEEHIH
approved during the year ERERE = - - - - - - - (2,560) (2,560) - (60) (2,620)
Purchase of intrests in MR ER
businesses from non- REEBA
controling interests k1
investors - - - - - - - ] - ] = 1 @
Buy back of Hybrid Ter 1 BERA—
capitalinsruments! EAIE - - - - - - - - (6) (6) = () (1
At 315t December, 2016 0165128318 35,490 124 2,219 1359 1,128 230 14,035 5293 2447 78431 5,016 3189 86,636

1. In 2016, the Bank bought back HK$45 million Hybrid Tier 1 capital instruments which are 1. 7£2016%F & 277/ % B4, 5008 T 15 & 81 7%

classified as non-controlling interests in the consolidated financial statements. The purchase BEF SRR 2 BE—REATA -
premium of HK$6 million paid in excess of the carrying amount of the non-controlling interests SEITREBIEA FFE R B i SR ET (8.2 )5 18/ B 6004

acquired was charged to retained profits.

2. Other reserves include statutory reserve and other reserves.

The notes on pages 168 to 317 form part of these financial statements.

TASB R E R a F|R 8 ©

2. EFHEEEEEFEEREMFE

E168ZE3N7TEZ HEBAMBREK 2 —75 °
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For the year ended 31st December, 2017 EZ2017F 12 531 HIFFE

2017 2016
Notes #fz# HKS Mn B¥EERT  HKSMn B%EET

OPERATING ACTIVITIES REERTEE
Profit for the year before taxation EEARRBADS A 11,724 4,957
Adjustments for: A
Charge for impairment losses on loans and &% I FEURBR TE R {E 1B 2%
receivables X8 1,742 3,465
Charge for impairment losses on intangible
assets ﬂﬁ/%ﬂ%ﬂ@?ﬁ K% 8 34(b) 650 =
Charge for impairment losses on available- HEHESREERERX
for-sale financial assets i 2 1
Charge for impairment losses on assets held ~ #A{EHEEEMERL
for sale F i 63 =
Share of profits less losses of associates FEMREEE A RLR AR EE (388) (431)
Net profit on sale of held-to-maturity
investments HERFZRERE 2 FmF (6) (10)
Net profit on sale of available-for-sale HETHEESHEEL
financial assets A (1,057) (96)
Net profit on disposal of subsidiaries and HEMB AR REERRZ
associates ] ) =
Net profit on sale of disposal groups and HELERANDFAELE
assets held for sale BEZFmil (183) (99)
Net profit on sale of discontinued operations & B A& |FE & 2 Fm fl (4,084) =
HEETEEFER/
Net loss/(gain) on disposal of fixed assets (&7) 22 (859)
Interest expense on certificates of deposit, Eé’*ﬁf T)\ B ES R
debt securities and loan capital issued AFEZH 1,531 1,582
Depreciation on fixed assets .E ééﬁ% 35 466 500
Dividend income from available-for-sale
financial assets AftHESMEEREKA (34) (36)
Amortisation of intangible assets ERAEEH 13 32 32
Amortisation of premium/discount on
certificates of deposit, debt securities and 2 31T1EX mm BESEARE
loan capital issued AR R a/%ﬁ%m%ﬁﬁ 309 170
Revaluation gains on certificates of deposit, 1&“E§'”‘Tﬂ?mm EBES
debt securities and loan capital issued BERRBRH (169) (152)
Valuation gains on investment properties Eﬁ&ﬁ%%&ﬂ 35 (522) (63)
Equity settled share-based payment expenses AR (D BEREES 2 H 13, 43(f) 36 35
OPERATING PROFIT BEFORE CHANGES IN
WORKING CAPITAL BEESEH AN SE R 10,132 8,996
(Increase)/decrease in operating assets: B E ()RR
Cash and balances with banks with original ~ RAER A31E A EHRE K
maturity beyond three months BRI (953) (1,207)
Placements with and advances to banks and
other financial institutions with original J?$Hﬂf5ﬁ7%31lﬂ LA ERYERIT R
maturity beyond three months i BB T SR B 7,000 9,585
Trade bills E%mﬁ% (1,970) 7,593
Trading assets RHPEEE (3,002) 491
Financial assets designated at fair value EEABABRARBA
through profit or Toss BENEREE (615) 782
Positive fair value of derivatives TETEMERTER (2,397) (2,733)
Loans and advances to customers BEPERRER (21,892) (14,460)
Advances to banks and other financial
institutions SR1T R E M S B BN - 31
Held-to-maturity debt securities %;K&'JHH ET5E (3,475) 469
Available-for-sale debt securities A EERE (5,447) (19,600)
Other assets Hih&EE 2,737 (4,275)
Increase/(decrease) in operating liabilities: B EIE (Rl 5
Deposits and balances of banks and other fEfT&Efﬂ%mﬂ%ﬁE’ﬂ_m&
financial institutions “her 506 (5,651)
Deposits from customers 2)57(_ b 35,895 (4,954)
Trading liabilities RES5ABREE (39) (839)
Negative fair value of derivatives MTETEMERATER 4,095 1,073
Other liabilities HinBE (4,067) 4,897
Exchange adjustments BEE 3 R (2,382) 2,456
NET CASH INFLOW/(OUTFLOW) FROM
OPERATIONS REFTHRSRA () FE 14,126 (17.346)
Income tax paid ERFE
Hong Kong profits tax paid BERBBFE f}i (812) (565)
Outside Hong Kong profits tax paid EANNEZIVUGE (649) (832)
NET CASH GENERATED FROM/(USED IN) JRE /(AR K& E8 >
OPERATING ACTIVITIES HeFE 12,665 (18,743)
The notes on pages 168 to 317 form part of these financial statements. E168E3178 2 MFBAB KRR 2 —HH °
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For the year ended 31st December, 2017 BELZ2017 % 12531 HIFF&Z

2017 2016
Notes fifi  HK$ Mn B¥EERX  HKS Mn BEEET
INVESTING ACTIVITIES REZTH
Dividends received from associates Y ERESE & A AR S 83 76
Dividends received from available-for-sale
equity securities YER R4t AR 1D BB AR 34 36
Purchase of equity securities BARMDES (4,723) (3,984)
Proceeds from sale of equity securities B RRIDEHFTS RIE 5,328 3,608
Purchase of fixed assets BAEEEE (409) (448)
Proceeds from disposal of other properties
and equipment & E )3 R RS A 27 1,142
Proceeds from disposal of investment
properties HEREZEMSHIA - 624
Proceeds from sale of disposal groups and HEHEARIRFEELE
assets held for sale BEMBHIE 653 746
Proceeds from sale of discontinued operations & B 48 |FHE & 25 TS 508 5,947 =
Increase of shareholding in associates bl (2,612) =
Change of ownership in subsidiaries MERR AR (18) =
Decrease in non-controlling interests arising ~ — /B2 Bl A &5k
from capital reduction of a subsidiary FEE R R (135) =
Purchase of interests in businesses from MFEERERREEEA
non-controlling interests investors EEER - 7
NET CASH GENERATED FROM INVESTING
ACTIVITIES RERETHAEEH 4,175 1,807
FINANCING ACTIVITIES MEEE
Ordinary dividends paid T BRRS (2,106) (468)
Distribution to Hybrid/Additional Tier 1 issue &% T84/ BIN—MEART
holders ARAA 19(c), 43()) (600) (489)
Issue of ordinary share capital BT EBARARA 41 93 1
Issue of additional equity instruments BTRIMRATA 3,892 =
Issue of certificates of deposit BT RE 74,007 40,284
Issue of debt securities BITEHES 1,367 695
Issue of loan capital FIIEEER - 3,871
Redemption of Hybrid Tier 1 issued BREETES —REATIER - (51)
Redemption of certificates of deposit issued ﬁg@E%"ﬁT%L (67,055) (48,325)
Redemption of debt securities issued B2 BTRGE (7.617) (7.119)
Redemption of loan capital BEEETEEER (8,580) =
Interest paid on certificates of deposit issued 7 {52 1717 AREFIE (663) (499)
Interest paid on debt securities issued TRBETEBEHME (106) (205)
Interest paid on loan capital TREEERFE (920) (921)
NET CASH USED IN FINANCING ACTIVITIES BRBIEES 2R & 58 (8,288) (13,216)
NET INCREASE/(DECREASE) IN CASH AND RéRZFEREERRE
CASH EQUIVALENTS (i) 88 8,552 (30,152)
CASH AND CASH EQUIVALENTS
AT 1ST JANUARY MATERZRERERAEEE 480 75,841 110,966
Effect of foreign exchange rate changes [EXREHNTE 5,587 (4,973)
CASH AND CASH EQUIVALENTS M2A31BZRERER
AT 31ST DECEMBER BEEE 48(a) 89,980 75,841
Cash flows from operating activities REKEEEESNRESRE
included: BFE -
Interest received SN ON 21,300 20,756
Interest paid BT 10,423 9,725
Dividend received R EUA 79 75

The notes on pages 168 to 317 form part of these financial statements. F168E3178 2 MABAMBHRKR 2 —55 °



168

(a)

(b)
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The Bank and its subsidiaries (the “Group”) are engaged in the provision of
banking and related financial services, and business, corporate and investor
services.

Statement of Compliance

These financial statements have been prepared in accordance with all applicable
HKFRS, which collective term includes all applicable individual HKFRS, HKAS and
Interpretations issued by the HKICPA, accounting principles generally accepted
in Hong Kong and the requirements of Companies Ordinance. These financial
statements also comply with the applicable disclosure provisions of the Listing
Rules. A summary of the significant accounting policies adopted by the Group is
set out below.

The HKICPA has issued certain new and revised HKFRS that are first effective or
available for early adoption for the current accounting period of the Group. Note
3 provides information on any changes in accounting policies resulting from initial
application of these developments to the extent that they are relevant to the
Group for the current and prior accounting periods reflected in these financial
statements.

Basis of Preparation of the Financial Statements
The financial statements for the year ended 31st December, 2017 comprise the
Group and the Group's interest in associates.

The measurement basis used in the preparation of the financial statements is the
historical cost except that the following assets and liabilities are stated at their fair
value as explained in the accounting policies set out below:

— financial instruments classified as trading, designated at fair value through
profit or loss and available-for-sale (Note 2(f)(ii));

— derivative financial instruments (Notes 2(f)(ii), (vi) and 2(g)); and

— investment properties (Note 2(h)(ii)).

The preparation of financial statements in conformity with HKFRS requires
management to make judgements, estimates and assumptions that affect the
application of policies and reported amounts of assets and liabilities, income
and expenses. The estimates and associated assumptions are based on historical
experience and various other factors that are believed to be reasonable under
the circumstances, the results of which form the basis of making the judgements
about carrying values of assets and liabilities that are not readily apparent from
other sources. Actual results may differ from these estimates.

(a)
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(c

~

The estimates and underlying assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognised in the period in which the estimate
is revised if the revision affects only that period, or in the period of the revision and
future periods if the revision affects both current and future periods.

Details of judgements made by management in the application of HKFRS that
have significant effect on the financial statements and major sources of estimation
uncertainty are discussed in Note 54.

Basis of Consolidation

These consolidated financial statements cover the consolidated position of the
Bank and all subsidiaries unless otherwise stated and the Group’s interest in
associates. For information required to be reported in accordance with the Banking
(Disclosures) Rules, the basis of consolidation is set out in the Note 1 in the
Unaudited Supplementary Financial Information.

(i) Subsidiaries and Non-controlling interests

The consolidated financial statements include the financial statements of the
Bank and all its subsidiaries made up to 31st December each year. Subsidiaries
are entities controlled by the Group. The Group controls an entity when it is
exposed, or has rights, to variable returns from its involvement with the entity
and has the ability to affect those returns through its power over the entity.
When assessing whether the group has power, only substantive rights (held by
the Group and other parties) are considered.

An investment in a subsidiary is consolidated into the consolidated financial
statements from the date that control commences until the date that control
ceases. Intra-group balances, transactions and cash flows and any unrealised
profits arising from intra-group transactions are eliminated in full in preparing
the consolidated financial statements. Unrealised losses resulting from intra-
group transactions are eliminated in the same way as unrealised gains but only
to the extent that there is no evidence of impairment.

Non-controlling interests represent the equity in a subsidiary not attributable
directly or indirectly to the Bank, and in respect of which the Group has not
agreed any additional terms with the holders of those interests which would
result in the Group as a whole having a contractual obligation in respect
of those interests that meets the definition of a financial liability. For each
business combination, the Group can elect to measure any non-controlling
interests either at fair value or at the non-controlling interests’ proportionate
share of the subsidiary’s net identifiable assets.

Non-controlling interests are presented in the consolidated statement of
financial position within equity, separately from equity attributable to equity
shareholders of the Bank. Non-controlling interests in the results of the Group
are presented on the face of the consolidated income statement and the
consolidated statement of comprehensive income as an allocation of the net
profit and total comprehensive income for the year between non-controlling
interests and equity shareholders of the Bank.

(9]
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Changes in the Group's interests in a subsidiary that do not result in a loss
of control are accounted for as equity transactions, whereby adjustments
are made to the amounts of controlling and non-controlling interests
within consolidated equity to reflect the change in relative interests, but no
adjustments are made to goodwill and no gain or loss is recognised.

When the Group loses control of a subsidiary, it is accounted for as a disposal
of the entire interest in that subsidiary, with a resulting gain or loss being
recognised in profit or loss. Any interest retained in that former subsidiary at
the date when control is lost is recognised at fair value and this amount is
regarded as the fair value on initial recognition of a financial asset (Note 2(f))
or, when appropriate, the cost on initial recognition of an investment in an
associate (Note 2(c)(ii)).

In the Bank's statement of financial position, its investments in subsidiaries are
stated at cost less any impairment losses, if any (Note 2(k)).

Associates

The consolidated financial statements include the attributable share of the
results and reserves of associates based on financial statements prepared at
dates not earlier than three months prior to 31st December, 2017. An associate
is @ company in which the Group or the Bank has significant influence, but not
control or joint control, over its management, including participation in the
financial and operating policy decisions.

An investment in an associate is accounted for in the consolidated financial
statements under the equity method unless it is classified as held-for-sale.
Under the equity method, the investment is initially recorded at cost, adjusted
for any excess of the Group’s share of the acquisition-date fair values of the
associate’s identifiable net assets over the cost of the investment (if any).
Thereafter, the investment is adjusted for the post acquisition change in the
Group's share of the associate’s net assets and any impairment loss relating to
the investment (Note 2(j) and 2(k)). Any acquisition-date excess over cost, the
Group's share of the post-acquisition, post-tax results of the associates and
any impairment losses for the year are recognised in the consolidated income
statement, whereas the Group'’s share of the post-acquisition post-tax items of
the associate’s other comprehensive income is recognised in the consolidated
statement of comprehensive income.

When the Group’s share of losses exceeds its interest in the associates,
the Group's interest is reduced to nil and recognition of further losses is
discontinued except to the extent that the Group has incurred legal or
constructive obligations or made payments on behalf of the associate. For
these purposes, the Group’s interest in the associate is the carrying amount
of the investment under the equity method together with the Group's long-
term interests that in substance form part of the Group’s net investment in the
associate.

(ii)
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Unrealised profits and losses resulting from transactions between the Group
and its associates are eliminated to the extent of the Group’s interest in the
associates, except when unrealised losses provide evidence of an impairment
of the asset transferred, in which case they are recognised immediately in
profit or loss.

When the Group ceases to have significant influence over an associate, it
is accounted for as a disposal of the entire interest in that associate, with a
resulting gain or loss being recognised in profit or loss. Any interest retained in
that former associate at the date when significant influence is lost is recognised
at fair value and this amount is regarded as the fair value on initial recognition
of a financial asset (Note 2(f)).

The Bank accounts for the results of associates to the extent of dividends
received. Investments in associates are stated in the Bank’'s statement of
financial position at cost less any impairment losses (Note 2(k)).

An associate is considered material if it is material to either income statement
or statement of financial position of the Group in two consecutive years.

(d) Translation of Foreign Currencies

Foreign currencies transactions during the year are translated into Hong Kong
dollars at the rates of exchange ruling at the transaction dates. Monetary assets
and liabilities denominated in foreign currencies are translated into Hong Kong
dollars at the rates of exchange ruling at the end of the reporting period. Exchange
gains and losses are recognised in the income statement.

Non-monetary assets and liabilities that are measured in terms of historical cost
in a foreign currency are translated into Hong Kong dollars using the foreign
exchange rates ruling at the transaction dates. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair value are translated using
the foreign exchange rates ruling at the dates the fair value was determined.

Exchange differences relating to investments at fair value through profit or loss
and derivative financial instruments are included in gains less losses from trading
securities or financial instruments designated at fair value through profit or loss.
All other exchange differences relating to monetary items are presented as gains
less losses from dealing in foreign currencies in the income statement. Differences
arising on translation of available-for-sale equity instruments are recognised in
other comprehensive income and accumulated separately in equity.

The results of foreign operations are translated into Hong Kong dollars at the
exchange rates approximating the foreign exchange rates ruling at the dates of the
transactions. Items of statement of financial position, including goodwill arising
on consolidation of foreign operations acquired on or after 1st January, 2005,
are translated into Hong Kong dollars at the foreign exchange rates ruling at the
end of the reporting period. The resulting exchange differences are recognised
directly in other comprehensive income and accumulated separately in equity in
the exchange reserve. Goodwill arising on consolidation of a foreign operation
acquired before 1st January, 2005 is translated at the foreign exchange rate that
applied at the date of acquisition of the foreign operation.

REWITERAT | 2017 F 5, | 171

REBEBENRRGMELZ AER
B REE - RAREEEEZEE AR
ZREB BRI - EEBBBTAE
BEEBEEERNRERK © AT
BB IR AHERR

%$¢l%%ﬁ*%%“ﬁ2éﬁ%@

DR E RS DT AR
% MAE AR BERER A8  F
TEBR IR B R B ZATE L A A
TRBRBEATEERR  MLSERE
BnER—eREE(HE2f)) AT
B -

AR IR O URER B 8 5t B R B 4 A R
B4 o EARTTHPBRAERSD » BEA
BB R AR AR DR E 8 2 (P
2(k))FER ©

FEBEMEHRANEE R SR KT
RRAREEATE * ZHERRSHR
RERX °

(d) ShismsE

FEANIMNER ZER 5 ANEZRFTESE
B oo AN REBEMMBERUEEERABEER
SHERANERFTERER - EXAER
FEAMERRA ©

NRERAFIRBAINE B EM R IERE M
BEERRBEERSBENERNEREE o U
INEREBL RN FREETIRNIEEELEE
ERAERETEAFEEANERFH -

FABBRENRRAFEERERITLES
MTAMNERZEDHRERRZAEES
FREREETRBREUNRRAFEERE
FEE c R AREREEERRENER
ERANRER ZINEBEEHEFNB IR ©
R E A E RO FE S M AL ZERAR
Hip 2 EKE AR - WHERRERA S F
Rit e

BINETE 2 BB 5 ARONERFTER
/’é”% c BEAMKRIAR - MBRAKRNIAE
 BIER 200561 A1 H AR E K EE
ﬁl\ifkﬁﬁﬁi? RAEENHE  BREH
BRAMEXFERBE - ELXNELZHE
BEEEHEMEEREARER - YERRER
ZEREEAD R o ER200551 41
B AR BN K MR A B ATELMNRE
BRWEBINER R ERTH o



172 | The Bank of East Asia, Limited | Annual Report 2017

On disposal of a foreign operation, the cumulative amount of the exchange
differences relating to that foreign operation is reclassified from equity to the
income statement when the profit or loss on disposal is recognised.

(e) Revenue Recognition
Revenue is measured at the fair value of the consideration received or receivable.
Provided it is probable that economic benefits will flow to the Group and the
revenue and costs, if applicable, can be measured reliably, revenue is recognised in
the income statement as follows:

(i) Interest income
Interest income for all interest-bearing financial instruments is recognised in
the income statement on an accrual basis using the effective interest method.

The effective interest method is a method of calculating the amortised cost of
a financial asset and of allocating the interest income over the relevant period.
The effective interest rate is the rate that exactly discounts estimated future
cash payments or receipts through the expected life of the financial instrument
or, when appropriate, a shorter period to the net carrying amount of the
financial asset. When calculating the effective interest rate, the Group estimates
cash flows considering all contractual terms of the financial instrument but
does not consider future credit losses. The calculation includes all fees and
points paid or received between parties to the contract that are an integral
part of the effective interest rate, transaction costs and all other premiums or
discounts.

For impaired loans, the accrual of interest income based on the original terms
of the loan is discontinued, but any increase in the present value of impaired
loans due to the passage of time is reported as interest income.

(i) Net income from financial instruments designated at fair value through profit
or loss and net trading income
Net income from financial instruments designated at fair value through profit
or loss and net trading income comprises all gains and losses from changes
in fair value (net of accrued coupon) of such financial assets and financial
liabilities, together with foreign exchange differences and dividend income
attributable to those financial instruments.

(iii) Fee and commission income
Fee and commission income is recognised in the income statement when the
corresponding service is provided, except where the fee is interest in nature. In
such cases, the fee is accounted for as interest income.

Origination or commitment fees received/paid by the Group which result in
the creation or acquisition of a financial asset are deferred and recognised as
an adjustment to the effective interest rate. If the commitment expires without
the Group making a loan, the fee is recognised as revenue on a straight-line
basis over the commitment period.
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(iv) Finance income from finance leases

(vi)

Finance income implicit in finance leases is recognised as interest income
over the period of the lease so as to produce an approximately constant
periodic rate of return of the outstanding net investment in the leases for each
accounting period.

Rental income from operating leases

Rental income received under operating leases is recognised as other operating
income in equal instalments over the periods covered by the lease term, except
where an alternative basis is more representative of the pattern of benefits to
be derived from the leased asset. Lease incentives granted are recognised in
the income statement as an integral part of the aggregate net lease payments
receivable. Contingent rentals receivable are recognised as income in the
accounting period in which they are earned.

Dividend income

Dividend income from unlisted investments is recognised when the
shareholder’s right to receive payment is established unconditionally. Dividend
income from listed investments is recognised when the share price of the
investment is quoted ex-dividend.

(f) Financial Instruments

i

)

Initial recognition

The Group classifies its financial instruments into different categories at
inception, depending on the purpose for which the assets were acquired or the
liabilities were incurred. The categories are: fair value through profit or loss,
loans and receivables, held-to-maturity investments, available-for-sale financial
assets and other financial liabilities.

Financial instruments are measured initially at fair value, which normally will
be equal to the transaction price plus, in case of a financial asset or financial
liability not held at fair value through profit or loss, transaction costs that are
directly attributable to the acquisition of the financial asset or issue of the
financial liability. Transaction costs on financial assets and financial liabilities at
fair value through profit or loss are expensed immediately.

The Group recognises financial assets and financial liabilities on the date it
becomes a party to the contractual provisions of the instrument. A regular way
purchase or sale of financial assets at fair value through profit or loss, available
for sales or held to maturity and financial liabilities at fair value through profit
or loss or debts issued are recognised using trade date accounting. Other
financial assets and financial liabilities are recognised using settlement date
accounting. From these dates, any gains and losses arising from changes in
fair value of the financial assets or financial liabilities measured at fair value are
recorded.

(iv)

(vi)
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(i) Categorisation

Fair value through profit or loss

This category comprises financial assets and financial liabilities held for
trading, and those designated at fair value through profit or loss upon initial
recognition, but excludes those investments in equity instruments that do not
have a quoted market price and whose fair value cannot be reliably measured.

Trading financial instruments are financial assets or financial liabilities which
are acquired or incurred principally for the purpose of trading, or are part of a
portfolio of identified financial instruments that are managed together and for
which there is evidence of a recent actual pattern of short-term profit-taking.
Derivatives are recognised initially, and are subsequently remeasured, at fair
value, and classified as assets when their fair value is positive, or as liabilities
when their fair value is negative. Derivatives that do not qualify for hedge
accounting (Note 2(g)) are accounted for as trading instruments.

Financial instruments are designated at fair value through profit or loss upon
initial recognition when:

— the assets or liabilities are managed, evaluated and reported internally on
a fair value basis;

— the designation eliminates or significantly reduces an accounting mismatch
which would otherwise arise; or

— the asset or liability contains an embedded derivative that significantly
modifies the cash flows that would otherwise be required under the
contract and the separation of the embedded derivatives from the financial
instrument is not prohibited.

Financial assets and financial liabilities under this category are carried at fair
value. Changes in the fair value are included in the income statement in
the period in which they arise. Upon disposal or repurchase, the difference
between the net sale proceeds or the net payment and the carrying value is
included in the income statement.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market, other than
(a) those that the Group intends to sell immediately or in the near term, which
will be classified as held for trading; (b) those that the Group, upon initial
recognition, designates as at fair value through profit or loss or as available-for-
sale; or (c) those where the Group may not recover substantially all of its initial
investment, other than because of credit deterioration, which will be classified
as available-for-sale. Loans and receivables mainly comprise placements with
banks and other financial institutions, trade bills and loans and advances to
customers.
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Securities classified as loans and receivables typically comprise securities issued
by the same customers with whom the Group has a lending relationship that
are not quoted in an active market. Investment decisions for credit substitute
securities are subject to the same credit approval processes as loans, and the
Group bears the same customer risk as it does for loans extended to those
customers. Additionally the yield and maturity terms are generally directly
negotiated by the Group with the issuer. These securities include commercial
paper, short term debentures and preference shares issued by the borrower.

Loans and receivables and securities classified as loans and receivables are
carried at amortised cost using the effective interest method, less impairment
losses, if any (Note 2(k)).

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed
or determinable payments and fixed maturity which the Group has the
positive intention and ability to hold to maturity, other than (a) those that the
Group, upon initial recognition, designates as at fair value through profit or
loss or available-for-sale; and (b) those that meet the definition of loans and
receivables.

Held-to-maturity investments are carried at amortised cost using the effective
interest method less impairment losses, if any (Note 2(k)).

If, as a result of a change in intention or ability, it is no longer appropriate to
classify an investment as held-to-maturity, it shall be reclassified as available-
for-sale and remeasured at fair value.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are
designated as available-for-sale or are not classified in any of the other three
categories above. They include financial assets intended to be held for an
indefinite period of time, but which may be sold in response to needs for
liquidity or changes in the market environment.

Available-for-sale financial assets are carried at fair value. Unrealised gains
and losses arising from changes in the fair value are recognised in other
comprehensive income and accumulated separately in equity, except for
impairment losses and foreign exchange gains and losses on monetary items
such as debt securities which are recognised in the income statement.

Investments in equity securities that do not have a quoted market price in
an active market and whose fair value cannot be measured reliably, and
derivatives that are linked to and must be settled by delivery of such unquoted
equity securities are carried at cost less impairment losses, if any (Note 2(k)).
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When the available-for-sale financial assets are sold, gains or losses on disposal
include the difference between the net sale proceeds and the carrying value,
and the accumulated fair value adjustments which are previously recognised
in other comprehensive income shall be reclassified from equity to the income
statement.

Other financial liabilities

Financial liabilities, other than trading liabilities and those designated at fair
value through profit or loss, are measured at amortised cost using the effective
interest method.

Fair value measurement principles

The fair value of financial instruments is based on their quoted market prices
at the end of the reporting period without any deduction for estimated future
selling costs.

If there is no publicly available latest traded price nor a quoted market price on
a recognised stock exchange or a price from a broker/dealer for non-exchange-
traded financial instruments or if the market for it is not active, the fair value of
the instrument is estimated using valuation techniques that provide a reliable
estimate of prices which could be obtained in actual market transactions.

Where discounted cash flow techniques are used, estimated future cash flows
are based on management’s best estimates and the discount rate used is a
market rate at the end of the reporting period applicable for an instrument
with similar terms and conditions. Where other pricing models are used, inputs
are based on market data at the end of the reporting period.

Derecognition

The Group derecognises a financial asset when the contractual rights to receive
the cash flows from the financial asset expire, or where the financial asset,
together with substantially all the risks and rewards of ownership, has been
transferred.

A financial liability is derecognised when the obligation specified in the
contract is discharged, cancelled or expires.

The Group uses the weighted average or first-in first-out method, where
appropriate, to determine realised gains and losses to be recognised in the
income statement on derecognition.

Offsetting

Financial assets and financial liabilities are offset and the net amount is
reported in the statement of financial position only where there is a legally
enforceable right to set off the recognised amounts and there is an intention to
settle on a net basis, or realise the asset and settle the liability simultaneously.
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(vi) Embedded derivatives

An embedded derivative is a component of a hybrid (combined) instrument
that includes both the derivative and a host contract with the effect that
some of the cash flows of the combined instrument vary in a way similar
to a stand-alone derivative. The embedded derivatives are separated from
the host contract and accounted for as a derivative when (a) the economic
characteristics and risks of the embedded derivative are not closely related to
the host contract; and (b) the hybrid (combined) instrument is not measured at
fair value with changes in fair value recognised in the income statement.

When the embedded derivative is separated, the host contract is accounted for
in accordance with note (ii) above.

(9) Hedging

Hedge accounting recognises the offsetting effects on income statement of
changes in the fair values of the hedging instrument and the hedged item. The
Group assesses and documents whether the financial instruments that are used in
hedging transactions are highly effective in offsetting changes in fair values or cash
flows of hedged items attributable to the hedged risks both at hedge inception
and on an ongoing basis. The Group discontinues prospectively hedge accounting
when (a) the hedging instrument expires or is sold, terminated or exercised; (b) the
hedge no longer meets the criteria for hedge accounting; or (c) the Group revokes
the designation.

(i) Cash flow hedges

Where a derivative financial instrument is designated as a hedge of the
variability in cash flows of a recognised asset or liability, or a highly probable
forecast transaction, or the foreign currency risk of a committed future
transaction, the effective part of any gain or loss on remeasurement of
the derivative financial instrument to fair value is recognised in other
comprehensive income and accumulated separately in equity in the hedging
reserve. The ineffective portion of any gain or loss is recognised immediately in
the income statement.

If the hedge of a forecast transaction subsequently results in the recognition
of a non-financial asset or non-financial liability, the associated gain or loss
is reclassified from equity to be included in the initial cost or other carrying
amount of the non-financial asset or liability.

If a hedge of a forecast transaction subsequently results in the recognition of
a financial asset or a financial liability, the associated gain or loss is reclassified
from equity to the income statement in the same period or periods during
which the asset acquired or liability assumed affects the income statement (such
as when interest income or expense is recognised).
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For cash flow hedges, other than those covered by the preceding two policy
statements, the associated gain or loss is reclassified from equity to the income
statement in the same period or periods during which the hedged forecast
transaction affects the income statement. When a hedging instrument expires
or is sold, terminated or exercised, or the Group revokes designation of the
hedge relationship but the hedged forecast transaction is still expected to
occur, the cumulative gain or loss at that point remains in equity until the
transaction occurs and is recognised in accordance with the above policy. If
the hedged transaction is no longer expected to take place, the cumulative
unrealised gain or loss is reclassified from equity to the income statement
immediately.

Fair value hedges

A fair value hedge seeks to offset risks of changes in the fair value of
recognised asset or liability that will give rise to a gain or loss being recognised
in the income statement.

The hedging instrument is measured at fair value, with fair value changes
recognised in the income statement. The carrying amount of the hedged item
is adjusted by the amount of the changes in fair value of hedging instrument
attributable to the risk being hedged. This adjustment is recognised in the
income statement to offset the effect of the gain or loss on the hedging
instrument.

When a hedging instrument expires or is sold, terminated or exercised, the
hedge no longer meets the criteria for hedge accounting, or the Group revokes
designation of the hedge relationship, any adjustment up to that point, to a
hedged item for which the effective interest method is used, is amortised to
the income statement as part of the recalculated effective interest rate of the
item over its remaining life.

(iii) Hedge effectiveness testing

In order to qualify for hedge accounting, the Group carries out prospective
effectiveness testing to demonstrate that it expects the hedge to be highly
effective at the inception of the hedge and throughout its life. Actual
effectiveness (retrospective effectiveness) is also demonstrated on an ongoing
basis.

The documentation of each hedging relationship sets out how the
effectiveness of the hedge is assessed. The method which the Group adopts
for assessing hedge effectiveness will depend on its risk management strategy.

For fair value hedge relationships, the Group utilises the cumulative dollar
offset method or regression analysis as effectiveness testing methodologies. For
cash flow hedge relationships, the Group utilises the change in variable cash
flow method or the cumulative dollar offset method using the hypothetical
derivative approach.
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For prospective effectiveness, the hedging instrument must be expected to
be highly effective in achieving offsetting changes in fair value or cash flows
attributable to the hedged risk during the period for which the hedge is
designated. For actual effectiveness, the changes in fair value or cash flows
must offset each other in the range of 80 per cent to 125 per cent for the
hedge to be deemed effective.

(h) Properties

@)

Bank premises are stated in the statement of financial position at cost or at
Directors’ valuation as of 1989, by reference to an independent professional
valuation, less accumulated depreciation and accumulated impairment loss
(Note 2(k)).

When a deficit arises on revaluation, it will be charged to the income
statement, to the extent that it exceeds the amount held in the bank premises
revaluation reserve in respect of that same asset immediately prior to the
revaluation; and when a surplus arises on revaluation, it will be credited to the
income statement, to the extent that a deficit on revaluation in respect of that
same asset had previously been charged to the income statement.

In preparing these financial statements, advantage has been taken of the
transitional provisions set out in paragraph 80AA of HKAS 16 “Property, Plant
and Equipment” issued by the HKICPA, with the effect that bank premises
have not been revalued to fair value at the end of the reporting period.

Investment properties are properties which are held either to earn rental
income or for capital appreciation or for both. Investment properties are
stated at fair value. Investment properties are valued semi-annually by
external independent valuation companies, having an appropriate recognised
professional qualification and recent experience in the location and category of
property being valued. No allowance has been made in the valuations for any
charges, mortgages or amounts owing on the properties nor any expenses or
taxation which may be incurred in effecting a sale.

Any gain or loss arising from a change in fair value is recognised in the income
statement. Rental income from investment property is accounted for as
described in Note 2(e).

When a bank property is transferred to investment property following a
change in its use, any differences arising at the date of transfer between the
carrying amount of the bank property immediately prior to transfer and its fair
value is recognised as a revaluation of bank premises as described in Note 2(h)

@i).

If an investment property becomes owner-occupied, it is reclassified as bank
premises and its fair value at the date of reclassification becomes its cost for
subsequent accounting purposes.

A property interest under an operating lease is classified and accounted for as
an investment property when the Group holds it to earn rentals or for capital
appreciation or both. Any such property interest under an operating lease
classified as an investment property is carried at fair value. Lease payments are
accounted for as described in Note 2().

REWRITEMRAT | 2017 F3, | 179

MIRAMAME - HhTALAKRALS
RESELHHEA - R ERBUBK
HEhERZ ATFEEXREREZE
B pERZANE @ AFEEKRS
mEZEHHIHEALB0% E125%HE
THRERER

(h) ¥1=

@

T R A K 1989 F EF 2 RIFL
HEFAELNMGE  RRRFITER
BB K (I EE2(k)) B R B B R
FIRR °

BEEMBRERR  NEERHENE
] RERNEBAERERERTTIL R
FATTHEGREOER - EEEHR
BHE  FARSXRANSETAES
AERE BRI G NSRS
EfbEIE ©

CHRHELEENBRES - ARAUERE
BEHEASBHR(EESTENNE
1655 % - M= K% | S 80AARHT
R BE R - MATIE RTE SRS e
REOEHEQATEE

BEMERSE BIERDES Kk E
RIEER —EHEERNYE - REVER
RFEEIR o WAEMERINOBLIG
BARISFHERGE ZARNEEEE
RO BZEER R A EYEN TN
BRIBM ISR o HEX ARG E MK
/BB R REHERAREES
MR B AR o

AAFEEEZSHmMELNBEERER
AR - REMEE S BARKTEE2(e)
FrEtE -

M) AE - & —HYEREM
BREMAREREMEE © ZWER
HRAMMNREEEATFEBRZZER
fEfTHEE S ©

M—REMFERAR  ZMEAEN
DRI - REFOEANRAFEE
BIERRIEG S RBAIKAE ©

AEBNKEHETABERERSK
AREREER - EERNDEERD
BAREME - WENKERE T A
BHMEEDRAFEEIR - HEx
HIRM 2 (VTS AR ©



180

0]

)

The Bank of East Asia, Limited | Annual Report 2017

(iii) Profit or loss on disposal of bank premises and investment properties is
determined as the difference between the net sales proceeds and the carrying
amount of the asset and is recognised in the income statement upon disposal.
Any surplus that is included in the bank premises revaluation reserve related to
the bank premises disposed is transferred to the general reserve.

Amortisation and Depreciation

(i) Bank premises
Freehold land is not amortised. Leasehold land held for own use under an
operating lease, the fair value of which cannot be measured separately from
the fair value of a building situated thereon at the inception of the lease, is
accounted for part of the building and is held under a finance lease. Leasehold
land is amortised on a straight line basis over the remaining term of the lease.
Buildings are depreciated on a straight line basis at rates calculated to write off
the cost or valuation of each building over its estimated useful life of 50 years
or the remaining lease period of the land on which it is situated, whichever is
the shorter.

Investment properties are not depreciated.

(i) Other fixed assets
Other fixed assets are stated in the statement of financial position at cost less
accumulated depreciation and impairment losses, which is calculated on a
straight line basis to write off the assets over their estimated useful lives from
4 to 20 years.

Goodwill
Goodwill represents the excess of

(i) the aggregate of the fair value of the consideration transferred, the amount of
any non-controlling interests in the acquiree and the fair value of the Group's
previously held equity interest in the acquiree; over

(i) the Group's interest in the net fair value of the acquiree’s identifiable assets
and liabilities measured as at the acquisition date.

When (ii) is greater than (i), then this excess is recognised immediately in profit or
loss as a gain on a bargain purchase.

Goodwill is stated at cost less any accumulated impairment losses. Goodwill arising
on a business combination is allocated to each cash-generating unit, or groups
of cash generating units, that is expected to benefit from the synergies of the
combination and is tested annually for impairment (Note 2(k)).

On disposal of a cash generating unit, or an associate during the year, any
attributable amount of purchased goodwill is included in the calculation of the
profit and loss on disposal.

Expenditure on internally generated goodwill and brands is recognised as an
expense in the period in which it is incurred.
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(k) Impairment of Assets
At each end of the reporting period, the carrying amount of the Group's assets

are reviewed to determine whether there is objective evidence of impairment.

If internal and external sources of information indicate such evidence exists,

the carrying amount is reduced to the estimated recoverable amount and an

impairment loss is recognised in the income statement.

(0}

Loans and receivables

The impairment losses of loans and receivables are measured as the difference
between the asset’s carrying amount and the present value of estimated
future cash flows discounted at the asset’s original effective interest rate
(i.e. the effective interest rate computed at initial recognition of these
assets). Receivables with a short duration are not discounted if the effect of
discounting is immaterial.

The total allowance for impairment losses consists of two components:
individual impairment allowances, and collective impairment allowances.

The Group first assesses whether objective evidence of impairment exists
individually for financial assets that are individually significant, and collectively
for financial assets that are not individually significant. If the Group determines
that no objective evidence of impairment exists for an individually assessed
financial asset, it includes the asset in a group of financial assets with similar
credit risk characteristics and collectively assesses them for impairment. Assets
that are individually assessed for impairment and for which an impairment loss
is or continues to be recognised are not included in a collective assessment of
impairment.

The individual impairment allowance is based upon management’s best
estimate of the present value of the cash flows which are expected to be
received discounted at the original effective interest rate. In estimating these
cash flows, management makes judgements about the borrower’s financial
situation and the net realisable value of any underlying collateral or guarantees
in favour of the Group. Each impaired asset is assessed on its own merits.

In assessing the need for collective impairment allowances, management
considers factors such as credit quality, portfolio size, concentrations, and
economic factors. In order to estimate the required allowance, the Group
makes assumptions both to define the way the Group models inherent losses
and to determine the required input parameters, based on historical experience
and current economic conditions.

The accuracy of the impairment allowances the Group makes depends on
how well the Group can estimate future cash flows for individually assessed
impairment allowances and the model assumptions and parameters used in
determining collective impairment allowances. While this necessarily involves
judgment, the Group believes that the impairment allowances on loans and
advances to customers are reasonable and supportable.
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All loans and receivables are reviewed and analysed periodically. Any
subsequent changes to the amounts and timing of the expected future cash
flows compared to the prior estimates that can be linked objectively to an
event occurring after the write-down, will result in a change in the impairment
allowances on loans and receivables and will be charged or credited to the
income statement. A reversal of impairment losses is limited to the loans
and receivables’ carrying amount that would have been determined had no
impairment loss been recognised in prior years.

Where there is no reasonable prospect of recovery, the loan and the related
interest receivables are written off.

Loans and receivables with renegotiated terms are loans that have been
restructured due to deterioration in the borrower’s financial position and
where the Group has made concessions that it would not otherwise consider.
Renegotiated loans and receivables are subject to ongoing monitoring to
determine whether they remain impaired or past due. The original loan that
is renegotiated is derecognised and a new financial asset is recognised at fair
value if the existing agreement is cancelled and a new agreement made on
substantially different terms.

Held-to-maturity investments

Impairment on held-to-maturity investments is considered at both an individual
and collective level. The individual impairment allowance is measured as the
difference between the asset’s carrying amount and the present value of
estimated future cash flows, discounted at asset’s original effective interest
rate, where the effect of discounting is material.

All significant assets found not to be individually impaired are then collectively
assessed for any impairment that has been incurred but not yet identified.
Assets that are not individually significant are then collectively assessed
for impairment by grouping together financial assets with similar risk
characteristics.

If in a subsequent period the amount of an impairment loss decreases and the
decrease can be linked objectively to an event occurring after the impairment
loss was recognised, the impairment loss is reversed through the income
statement. A reversal of impairment losses is limited to the asset’s carrying
amount that would have been determined had no impairment loss been
recognised in prior years.

Available-for-sale financial assets

When there is objective evidence that an available-for-sale financial asset is
impaired, the cumulative loss that had been recognised in the fair value reserve
is reclassified to the income statement. The amount of the cumulative loss that is
recognised in the income statement is the difference between the acquisition
cost (net of any principal repayment and amortisation) and current fair value,
less any impairment loss on that asset previously recognised in the income
statement.
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For unquoted available-for-sale equity securities that are carried at cost, the
impairment loss is measured as the difference between the carrying amount
of the equity securities and the present value of estimated future cash flows
discounted at the current market rate of return for a similar financial asset,
where the effect of discounting is material.

Impairment losses recognised in the income statement in respect of available-
for-sale equity securities are not reversed through the income statement. Any
subsequent increase in the fair value of such assets is recognised directly in
other comprehensive income.

Impairment losses in respect of available-for-sale debt securities are reversed
if the subsequent increase in fair value can be objectively related to an event
occurring after the impairment loss was recognised. Reversals of impairment
losses in such circumstances are recognised in the income statement.

Other assets

Internal and external sources of information are reviewed at each end of
the reporting period to identify indications that the following assets may be
impaired or, except in the case of goodwill, an impairment loss previously
recognised no longer exists or may have decreased:

property and equipment (other than properties carried at revalued
amounts);

— investments in subsidiaries and associates;
— goodwill; and
— intangible assets

If any such indication exists, the asset’s recoverable amount is estimated. In
addition, for goodwill, the recoverable amount is estimated annually whether
or not there is any indication of impairment.

Calculation of recoverable amount

The recoverable amount of an asset is the greater of its fair value less costs to
sell and value in use. In assessing value in use, the estimated future cash flows
are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of time value of money and the risks specific to
the asset. Where an asset does not generate cash inflows largely independent
of those from other assets, the recoverable amount is determined for the
smallest group of assets that generates cash inflows independently (i.e. a cash-
generating unit).

Recognition of impairment losses

An impairment loss is recognised in the income statement whenever the
carrying amount of an asset, or the cash-generating unit to which it belongs,
exceeds its recoverable amount. Impairment losses recognised in respect of
cash-generating units are allocated first to reduce the carrying amount of any
goodwill allocated to the cash-generating unit (or group of units) and then,
to reduce the carrying amount of the other assets in the unit (or group of
units) on a pro rata basis, except that the carrying value of an asset will not be
reduced below its individual fair value less costs to sell, if measureable, or value
in use, if determinable.
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Reversals of impairment losses

In respect of assets other than goodwill, an impairment loss is reversed if
there has been a favourable change in the estimates used to determine the
recoverable amount. An impairment loss in respect of goodwill is not reversed.

A reversal of impairment losses is limited to the asset’s carrying amount that
would have been determined had no impairment loss been recognised in prior
years.

Reversals of impairment losses are credited to the income statement in the
year in which the reversals are recognised.

Interim financial reporting and impairment

Under the Listing Rules, the Group is required to prepare an interim financial
report in compliance with HKAS 34, Interim financial reporting, in respect of
the first six months of the year. At the end of the interim period, the Group
applies the same impairment testing, recognition, and reversal criteria as it
would at the end of the year (Note 2(k)(i) to (iv)).

Impairment losses recognised in an interim period in respect of goodwill,
available-for-sale equity securities and unquoted equity securities carried at
cost are not reversed in a subsequent period. This is the case even if no loss, or
a smaller loss, would have been recognised had the impairment been assessed
only at the end of the year to which the interim period relates. Consequently, if
the fair value of an available-for-sale equity security increases in the remainder
of the annual period, or in any other period subsequently, the increase is
recognised in other comprehensive income and not the income statement.

(I) Leased Assets

Le

ases of assets under which the lessee assumes substantially all the risks and

rewards of ownership are classified as finance leases. Leases of assets under which

the lessor has not transferred all the risks and rewards of ownership are classified as
operating leases.

(0

Assets held under finance leases

The amounts due from lessees in respect of finance leases are recorded in the
statement of financial position as advances to customers at the amounts of net
investment which represent the total rentals receivable under finance leases
less unearned income. Revenue arising from finance leases is recognised in
accordance with the Group's revenue recognition policies, as set out in Note
2(e).
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(i) Assets held for use in operating leases

Where the Group leases out assets under operating leases, the leased assets
are included in the statement of financial position according to their nature
and, where applicable, are depreciated in accordance with the Group's
depreciation policies, as set out in Note 2(i) except where the asset is
classified as an investment property. Impairment losses are accounted for in
accordance with the accounting policy as set out in Note 2(k). Revenue arising
from operating leases is recognised in accordance with the Group's revenue
recognition policies, as set out in Note 2(e).

(iii

=

Operating lease charges

Where the Group has the use of assets under operating leases, payments made
under the leases are charged to the income statement in equal instalments
over the accounting periods covered by the lease term, except where an
alternative basis is more representative of the pattern of benefits to be derived
from the leased asset. Lease incentives received are recognised in the income
statement as an integral part of the aggregate net lease payments made.
Contingent rentals are charged to the income statement in the accounting
period in which they are incurred.

(m) Repossession of Assets

In the recovery of impaired loans and advances, the Group may take possession of
the collateral assets through court proceedings or voluntary delivery of possession
by the borrowers. In accordance with the Group'’s accounting policy set out in Note
2(k), impairment allowances for impaired loans and advances are maintained after
taking into account the net realisable value of the collateral assets, usually resulting
in a partial write-off of the loans and advances against impairment allowances.
Repossessed assets are reported under other assets if it is highly probable that their
carrying amount will be recovered through a sale transaction rather than through
continuing use and the assets are available for sale in their present condition.
Related loans and advances are then written off.

Repossessed assets are recorded at the lower of the amount of the related loans
and advances and fair value less costs to sell at the date of exchange. They are not
depreciated or amortised.

Impairment losses on initial classification and on subsequent remeasurement are
recognised in the income statement.

(n) Income Tax

(i) Income tax for the year comprises current tax and movements in deferred tax
assets and liabilities. Current tax and movements in deferred tax assets and
liabilities are recognised in the income statement except to the extent that
they relate to items recognised in other comprehensive income or directly
in equity, in which case the relevant amounts of tax are recognised in other
comprehensive income or directly in equity, respectively.

(i) Current tax is the expected tax payable on the taxable income for the year, using

tax rates enacted or substantively enacted at the end of the reporting period,
and any adjustment to tax payable in respect of previous years.

(iii

Deferred tax assets and liabilities arise from deductible and taxable temporary
differences respectively, being the differences between the carrying amounts
of assets and liabilities for financial reporting purposes and their tax bases.
Deferred tax assets also arise from unused tax losses and unused tax credits.
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Apart from certain limited exceptions, all deferred tax liabilities, and all
deferred tax assets to the extent that it is probable that future taxable profits
will be available against which the asset can be utilised, are recognised. Future
taxable profits that may support the recognition of deferred tax assets arising
from deductible temporary differences include those that will arise from the
reversal of existing taxable temporary differences, provided those differences
relate to the same taxation authority and the same taxable entity, and are
expected to reverse either in the same period as the expected reversal of the
deductible temporary difference or in periods into which a tax loss arising from
the deferred tax asset can be carried back or forward. The same criteria are
adopted when determining whether existing deductible temporary differences
support the recognition of deferred tax assets arising from unused tax losses
and credits, that is, those differences are taken into account if they relate to
the same taxation authority and the same taxable entity, and are expected to
reverse in a period, or periods, in which the tax loss or credit can be utilised.

The limited exceptions to recognition of deferred tax assets and liabilities
are those temporary differences arising from goodwill not deductible for
tax purposes, the initial recognition of assets or liabilities that affect neither
accounting nor taxable profit (provided they are not part of a business
combination), and temporary differences relating to investments in subsidiaries
to the extent that, in the case of taxable differences, the Group controls the
timing of the reversal and it is probable that the differences will not reverse
in the foreseeable future, or in the case of deductible differences, unless it is
probable that they will reverse in the future.

Where investment properties are carried at their fair value in accordance
with the accounting policy set out in Note 2(h)(ii), the amount of deferred
tax recognised is measured using the tax rates that would apply on sale of
those assets at their carrying value at the reporting date unless the property
is depreciable and is held within a business model whose objective is to
consume substantially all of the economic benefits embodied in the property
over time, rather than through sale. In all other cases, the amount of deferred
tax recognised is measured based on the expected manner of realisation or
settlement of the carrying amount of the assets and liabilities, using tax rates
enacted or substantively enacted at the reporting date. Deferred tax assets and
liabilities are not discounted.

The carrying amount of a deferred tax asset is reviewed at the end of the
reporting period and is reduced to the extent that it is no longer probable that
sufficient taxable profit will be available to allow the related tax benefit to be
utilised. Any such reduction is reversed to the extent that it becomes probable
that sufficient taxable profit will be available.

Additional income taxes that arise from the distribution of dividends are
recognised when the liability to pay the related dividends is recognised.
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(iv) Current tax balances and deferred tax balances, and movements therein, are
presented separately from each other and are not offset. Current tax assets are
offset against current tax liabilities, and deferred tax assets against deferred
tax liabilities if the Bank or the Group has the legally enforceable right to set
off current tax assets against current tax liabilities and the following additional
conditions are met:

— in the case of current tax assets and liabilities, the Bank or the Group
intends either to settle on a net basis, or to realise the asset and settle the
liability simultaneously; or

— in the case of deferred tax assets and liabilities, if they relate to income
taxes levied by the same taxation authority on either:

— the same taxable entity; or

— different taxable entities, which in each future period in which
significant amounts of deferred tax liabilities or assets are expected
to be settled or recovered, intend to realise the current tax assets
and settle the current tax liabilities on a net basis or realise and settle
simultaneously.

(o) Insurance Reserves and Provisions for Outstanding Claims

Insurance reserves, except those attributable to long term business, represent the
proportion of retained premiums written in the year relating to the period of risk
from 1st January in the following year to the subsequent date of expiry of policies
which is carried forward as a provision for unearned premiums and calculated on a
daily basis.

The insurance reserve for long term business is ascertained by actuarial valuation.

Full provision is made for the estimated cost of claims notified but not settled
at the end of the reporting period and for the estimated cost of claims incurred
but not reported by that date, after deducting the amounts due from reinsurers.
Provision has also been made for the estimated cost of servicing claims notified
but not settled at the end of the reporting period and to meet expenses on claims
incurred but not reported at the end of the reporting period.

These reserves and provisions are classified as other accounts and provisions.

(p) Provisions and Contingent Liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the
Group or the Bank has a legal or constructive obligation arising as a result of a past
event, and it is probable that an outflow of economic benefits will be required to
settle the obligation and a reliable estimate can be made. Where the time value of
money is material, provisions are stated at the present value of the expenditures
expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required, or
the amount cannot be estimated reliably, the obligation is disclosed as a contingent
liability, unless the probability of outflow of economic benefits is remote. Possible
obligations, whose existence will only be confirmed by the occurrence or non-
occurrence of one or more future events, are also disclosed as contingent liabilities
unless the probability of outflow of economic benefits is remote.
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(q) Employee Benefits

(i)

(ii)

(iii

(iv,

=

=

Salaries, bonuses and leave benefits

Employee entitlements to salaries, annual bonuses, paid annual leave, leave
passage and the cost to the Group of non-monetary benefits are recognised
when they accrue to employees. An accrual is made for the estimated liability
for annual leave as a result of services rendered by employees up to the end of
the reporting period.

Employee entitlements to sick leave and maternity leave are recognised when
the absences occur.

Performance-related bonus plan

Liabilities for performance-related bonus plan, which are due wholly within
twelve months after the end of the reporting period, are recognised when
the Group has a present legal or constructive obligation as a result of services
rendered by employees and a reliable estimate of the obligation can be made.

Retirement benefits

Retirement benefits are provided to eligible staff of the Group. Hong Kong
employees enjoy retirement benefits under either the Mandatory Provident
Fund Exempted ORSO Scheme (“MPFEOS”) or the Mandatory Provident Fund
Scheme (“MPFS”). Both are defined contribution schemes. The employer’s
monthly contributions to both schemes are at a maximum of 10% of each
employee’s monthly salary.

The pension schemes covering all the Group’s PRC and overseas employees are
defined contribution schemes at various funding rates, and are in accordance
with local practices and regulations.

The cost of all these schemes is charged to the income statement for the
period concerned and the assets of all these schemes are held separately from
those of the Group. Under the MPFEQS, the employer’s contribution is not
reduced by contributions forfeited by those employees who leave the scheme
prior to vesting fully in the contributions. Under the MPFS, the employer’s
contribution is reduced by contributions forfeited by those employees who
leave the scheme prior to vesting fully in the contributions.

Share based payments
The option exercise price is equal to the higher of:

(@) the closing price of the Bank’s shares in the Stock Exchange’s daily
quotation sheet on the date of grant of the relevant options; and

(b) an amount equivalent to the average closing price of the Bank’s shares as
stated in the Stock Exchange’s daily quotation sheets for the 5 business
days immediately preceding the date of grant of the relevant options.
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When the options are exercised, equity is increased by the amount of the
proceeds received. The fair value of share options granted to employees is
recognised as an expense in the income statement with a corresponding
increase in a capital reserve within equity. The fair value is measured at the
grant date using the trinomial model, taking into account the terms and
conditions upon which the options were granted. Where the employees have
to meet vesting conditions before becoming unconditionally entitled to those
share options, the total estimated fair value of the share options is spread over
the vesting period, taking into account the probability that the options will
vest.

During the vesting period, the number of share options that is expected to vest
is reviewed. Any resulting adjustment to the cumulative fair value recognised in
prior years is charged or credited to the income statement for the year of the
review unless the original expenses qualify for recognition as an asset, with a
corresponding adjustment to the capital reserve. On vesting date, the amount
recognised as an expense is adjusted to reflect the actual number of share
options that vest (with a corresponding adjustment to capital reserve) except
where forfeiture is only due to not achieving vesting conditions that relate to
the market price of the Bank’s shares.

The equity amount is recognised in capital reserve until either the option is
exercised and new shares allotted (when it is transferred to share capital) or
the option expires (when it is released directly to retained profits).

(r) Related Parties
For the purposes of these financial statements, a party is considered to be related
to the Group if:

(@) A person, or a close member of that person’s family, is related to the Group if
that person:

(i) has control or joint control over the Group;
(i) has significant influence over the Group; or

(iii) is @ member of the key management personnel of the Group or the
Group'’s parent.

(b) An entity is related to the Group if any of the following conditions applies:

(i) The entity and the Group are members of the same group (which means
that each parent, subsidiary and fellow subsidiary is related to the others).

(i) One entity is an associate or joint venture of the other entity (or an associate
or joint venture of a member of a group of which the other entity is a
member).

(iii) Both entities are joint venture of the same third party.

(iv) One entity is a joint venture of a third entity and the other entity is an
associate of the third entity.
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(v) The entity is a post-employment benefit plan for the benefit of employees
of either the Group or an entity related to the Group.

(vi) The entity is controlled or jointly controlled by a person identified in (a).

(vii) A person identified in (a)(i) has significant influence over the entity or is a
member of the key management personnel of the entity (or of a parent of
the entity).

(viii)The entity, or any member of a group of which it is a part, provides key
management personnel services to the Group or to the Group’s parent.

Close members of the family of a person are those family members who may be
expected to influence, or be influenced by, that person in their dealings with the
entity.

Segment Reporting

Operating segments, and the amounts of each segment item reported in the
financial statements, are identified from the financial information provided
regularly to the Group’s most senior executive management for the purposes of
allocating resources to, and assessing the performance of, the Group's various lines
of business and geographical locations.

Individually material operating segments are not aggregated for financial reporting
purposes unless the segments have similar economic characteristics and are
similar in respect of the nature of products and services, the nature of production
processes, the type or class of customers, the methods used to distribute the
products or provide the services, and the nature of the regulatory environment.
Operating segments which are not individually material may be aggregated if they
share a majority of these criteria.

Cash and Cash Equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise
balances with less than three months’ maturity from the date of acquisition
including cash, balances with banks and other financial institutions, treasury bills,
other eligible bills and certificates of deposit that are readily convertible into known
amounts of cash and which are subject to an insignificant risk of changes in value.
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(u) Deposits, Debt Securities Issued and Subordinated Liabilities

Deposits, debt securities issued and subordinated liabilities are the Group's sources
of debt funding.

The Group classifies capital instruments as financial liabilities or equity instruments
in accordance with the substance of the contractual terms of the instruments and
the definitions of a financial liability and an equity instrument.

Subsequent to initial recognition deposits, debt securities issued and subordinated
liabilities are measured at their amortised cost using the effective interest method,
except where the Group designates liabilities at fair value through profit or loss.

(v) Assets Held for Sale

Non-current assets and disposal groups (including both the assets and liabilities
of the disposal groups) are classified as held for sale and measured at the lower
of their carrying amount and fair value less cost to sell when: (i) their carrying
amounts will be recovered principally through sale; (i) they are available for sale in
their present condition; and (iii) their sale is highly probable.

Immediately before the initial classification as held for sale, the carrying amounts of
the asset (or assets and liabilities in the disposal group) are measured in accordance
with applicable HKFRS. On subsequent remeasurement of a disposal group, the
carrying amounts of the assets and liabilities that are not within the scope of the
measurement requirements of HKFRS5 “Non-current Assets Held for Sale and
Discontinued Operations” are measured in accordance with applicable HKFRS
before the fair value less costs to sell of the disposal group is determined.

Income earned and expenses incurred on assets and liabilities of disposal groups
held for sale continue to be recognised in the appropriate line items in the income
statement until the transaction is complete.

The HKICPA has issued a number of amendments to HKFRS that are first effective
for the current accounting period of the Group. None of these developments have
had a material effect on how the Group's results and financial position for the
current or prior periods have been prepared or presented.

The Group has not applied any new standard or interpretation that is not yet
effective for the current accounting period.
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ASSETS

Cash and balances with banks and other financial
institutions

Placements with and advances to banks and other
financial institutions

Trade bills

Trading assets

Financial assets designated at fair value through
profit or loss

Positive fair value of derivatives

Loans and advances to customers

Amounts due from subsidiaries

Available-for-sale financial assets

Held-to-maturity investments

Investments in subsidiaries

Investments in associates

Fixed assets
— Investment properties
— Other properties and equipment

Goodwill and intangible assets

Deferred tax assets

Other assets

Total Assets

EQUITY AND LIABILITIES

Deposits and balances of banks and other financial
institutions
— Designated at fair value through profit or loss
— At amortised cost

Deposits from customers

Trading liabilities

Negative fair value of derivatives

Certificates of deposit issued
— Designated at fair value through profit or loss
— At amortised cost

Amounts due to subsidiaries

Current taxation

Debt securities issued
— Designated at fair value through profit or loss
— At amortised cost

Deferred tax liabilities

Other liabilities

Loan capital
— Designated at fair value through profit or loss
— At amortised cost

Total Liabilities

Share capital
Reserves

Total equity attributable to owners of the Bank
Additional equity instruments

Total Equity and Liabilities
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Approved and authorised for issue by the Board on 22nd February, 2018.

Chairman and Chief Executive
Director

David LI Kwok-po
Meocre LI Kwok-wing

2017
HK$ Mn BEEET

23,056

32,665
6,824
3,018

3,879
1,839
321,007
10,967
88,438
3,445
18,218
4,756
8,904
4,996
3,908
1,460
84
6,673

535,233

19,203
3,110
16,093
372,362
1
2,452
33,856
11,655
22,201
2,866
1,071
1,007
851
156
396
6,626
15,141
2,728
12,413

454,991

37,527
33,821

71,348
8,894

80,242

535,233

2016
Restated %
HK$ Mn BE B ST

29,940

10,663
8,186
1,566

3,330
3,473
311,725
10,072
84,874
4,499
19,084
3,265
8,289
4,388
3,901
1,460
86
7,841

508,353

17,174

17,174
354,463
50
2,927
25,754
18,106
7,648
2,031
1,200
7,154
418
6,736
310
6,036
23,407
2,799
20,608

440,506

35,490
27,341

62,831
5,016

67,847

508,353
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CONTINUING OPERATIONS FHERE X

Securities classified as held-to-maturity or DR AR EI A HHER
available-for-sale EH

Trading assets RIGPBEE

Financial assets designated at fair value through EERBREEARMATER
profit or loss CHEE

Loans, deposits with banks and financial institutions,

and trade bills P ES:

The above included HK$351 million (2016: HK$404 million) interest income
accrued on impaired financial assets which includes unwinding of discount on loan
impairment losses of HK$191 million (2016: HK$144 million) (Note 29(b)) for the
year ended 31st December, 2017.

The above included HK$21,509 million (2016: HK$20,396 million) interest income,
before hedging effect, for financial assets that are not recognised at fair value
through profit or loss.

For the transactions where interest rate risk is hedged, the periodic payments
and receipts arising from interest rate contracts which are qualifying hedging
instruments for or individually managed in conjunction with interest bearing
financial assets are first netted together and then combined with the interest
income from the corresponding financial assets.

B3 ERITMAMSREEOEN

CONTINUING OPERATIONS

Customer deposits, deposits of banks and other
financial institutions

— at amortised cost

— designated at fair value through profit or loss
Certificates of deposit and debt securities issued

— at amortised cost

— designated at fair value through profit or loss
Subordinated notes carried at amortised cost
Other borrowings

B ET
BEER - RTREMLSBSED
%

— B

T AEBENN RRATEE
ERTERERARES

— B

T AEBES RRATEE
R R AT R RS
B iR

The above included HK$9,700 million (2016: HK$9,205 million) interest expense,
before hedging effect, for financial liabilities that are not recognised at fair value
through profit or loss.

For the transactions where interest rate risk is hedged, the periodic payments
and receipts arising from interest rate contracts which are qualifying hedging
instruments for or individually managed in conjunction with interest bearing
financial liabilities are first netted together and then combined with the interest
expense from the corresponding financial liabilities.
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2017 2016
HKS Mn BEEEBRT  HKS Mn BEEHET

3,022 2,603
164 134
174 129

18,269 17,497
21,629 20,363

LA F B Z20176F12 831 B ILEERE
SREENEFSBE3S51ET(2016
F o BBA0AETL) HERBIEERER
REBKZITHOFSRABE1IET
(20164 : #1445 ) (FH:£29(b)) °

ETBIEE R ER 0 REFRATFEER
REZHNEREEZTBWMAREK215.09
ET(2016%F © jE#203.96(87T) ©
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2017 2016
HKS Mn BEEERT  HKSMn BEEET

8,341 7,887
3 -

519 364
185 236
745 776

4 2
9,797 9,265

ETBIEERFER 0 REFRATEERE
REENEREBEZFEZ L AEKI7.00
ET(2016% « B¥92.05(F7T) °
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Fee and commission income arises from the following services:

RATHRBHIRS E KBS WA

2017 2016
_ Restated 5%
HKS Mn B¥EET  HKSMn BEEET
CONTINUING OPERATIONS FHERE X
Credit cards AR 1,012 1,003
Loans, overdrafts and guarantees BX - B RER 706 733
Other retail banking services HiTERTRE 400 324
Trade finance BHRE 316 338
Securities and brokerage FHRIEH 281 215
Trust and other fiduciary activities Bt R EMREER 263 241
Others Hofh, 579 631
Total fee and commission income R E kAWK A LT 3,557 3,485
of which: He:
Net fee income, other than amounts included in RIFRHER S RA SIS RiBiRERS
determining the effective interest rate, arising AR AN FEEDG 2 SRIEE
from financial assets or financial liabilities thatare B EMEL 2 FHRGELRA
not held for trading nor designated at fair value (NBEERETER A%
through profit or loss X)) 2,523 2,476
Fee income R ERA 3,557 3,485
Fee expenses RSB N (1,034) (1,009)
2017 . 2016
HK$ Mn B¥HERT  HKSMn BBBEET
CONTINUING OPERATIONS FEGERY
Loss on dealing in foreign currencies and I .
funding swaps INE B E RINERHEE (1,180) (230)
Profit/(Loss) on trading securities RHRBFEFRH (BE) 755 (135)
Net gain on derivatives PTET BT 906 806
Dividend income from listed trading securities R5RE EmEFRREKA 45 39
526 480
2017 2016
HKS Mn B¥EEBT  HKSMn BEEET
CONTINUING OPERATIONS FHERE X
Revaluation gain/(loss) on financial assets EhEBEERA/(BE) 1 (84)
Revaluation gain/(loss) on financial liabilities EAERAREAT/(FHE) 22 (11)
Profit on sale of financial assets HE S BEERA 2 3
35 (92)
2017 2016
HK$ Mn B HERT  HKSMn BB EETT
CONTINUING OPERATIONS SEISEET
Fair value hedges REEEE
— Net gain/(loss) on hedged items attributable — A BEREEHIA R 2 SRR
to the hedged risk EEMFRF/(FE) 57 (435)
— Net (loss)/gain on hedging instruments —R{EER T ARF (E1R) /BF (59 413
() (22)

R20174F K20165 - AREREMAAESE
%%%Zﬁ%@% mRAERZ BRI DD

There was insignificant ineffectiveness recognised in the Group’s income statement
arising from cash flow hedge for the years 2017 and 2016.



CONTINUING OPERATIONS

(@)

Note:

Net insurance revenue
Net interest income
Net trading profits/(loss)

Net profits/(loss) from financial instruments
designated at fair value through profit or loss

Net hedging loss
Net insurance premium and other income (b)

Other operating income

Net insurance claims and expenses (c)

Operating expenses

Impairment loss on available-for-sale
financial assets

Net profit on sale of available-for-sale
financial assets

Net insurance premium and other income
Gross insurance premium income (Note)

Reinsurers’ share of gross insurance
premium income

Net insurance claims and expenses
Claims, benefits and surrenders paid

Movement in provisions

Reinsurers’ share of claim, benefits and
surrenders paid

Reinsurers’ share of movement in provisions

Net insurance commission expenses

(@)

TRERETSFIA

N S

X5,/ (B1R)FE

EERBABRENRRATEE
SRMIAMTER(EE)

HhEERFER

FRE REAYA (b)

HiEEBA

RIRRIE RS HFE (0

AHtHESBEAERERE

HEARNESREETEN

FRE R EMIRA
REWA R (L)

REWABBZ DRIVE

REEERELTE
BHEE - FERER
2EEE

ENRE
NRINER
EERY NRNE

M MR 2

R

Gross insurance premium income represents gross premiums received and receivable

in respect of long-term business and general insurance business, net of discounts and

returns.

RERTERAF

2017
HK$ Mn B EET

453
59

52
(14)
4,332

4,888
(4,733)

155
4

@

538

687

4,395

(63)

4,332

3,137
1,564

4,701

(938)
809

(129)

4,572
161

4,733
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2016
HK$ Mn BB BET

397
(14)

3,724
(3,441)

283

(30)

165

415

2,840
466

3,306

(751)
735

(16)

3,290
151

3,441

it - RERABEIEE R EBER —RRBEET
ELRERRFERRZ (REAZER - L EH

BATHIR [E15R -
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CONTINUING OPERATIONS

Dividend income from available-for-sale
financial assets

— listed

— unlisted
Rental from safe deposit boxes
Rental income on properties
Others

CONTINUING OPERATIONS

Contributions to defined contribution plan*
- Hong Kong
— Outside Hong Kong

Equity settled share-based payment expenses
(Note 43(1)

Salaries and other staff costs
Total staff costs

Premises and equipment expenses excluding
depreciation

— Rental of premises

— Maintenance, repairs and others

Total premises and equipment expenses
excluding depreciation

Depreciation on fixed assets

Amortisation of intangible assets (Note 34(b))

FRELeE)

At ESREERS KA
— Lk
—Lm
REFAESIRA
MEESRA
it

SRR

ERETRABSHR
—&H

—BBASN

VAR AEREX R ER
(Hiz£43(6)

e L EME TRA

B TR

TEEREODERRE
—MEEE
—RE - #EREMD

TEEFENMELR
X

EEEENE

B AERE(H34(0))

2017
HK$ Mn BEEET

14
20
88
165
95

382

2017

HKS Mn B¥EETT

140
221

36
4,371

4,768

561
568

1,129

466

32

2016
HK$ Mn &% B &7

18
18
86
205
51

378

2016
Restatedore & #§*
HK$ Mn BB EE T

150
240

35
4,288

4,713

619
558

1,177
468

32



Other operating expenses Hie &
— Legal and professional fees —EENEXRGE
— Communications, stationery and printing — @ - XEREDR
— Advertising expenses -EEE
— Stamp duty, overseas and PRC business taxes, —ENFER - BINRAREAR
and value added taxes HFB R - RIBER
— Business promotions and business travel — R R B
— Insurance expenses —(RIzE
— Card related expenses —EBERRXH
— Audit fee** — XS AN * *
— Membership fees -88%8
- Bank charges —RITHE
— Bank licence —RITHEERE
— Donations —B&
- Others —Hfh
Total other operating expenses Hife e HagE
Total operating expenses*** I R

*  Forfeited contributions totalling HK$25 million (2016: HK$14 million) were utilised to
reduce the Group’s contribution during the year. There were no forfeited contributions
available for reducing future contributions at the year end (2016: Nil).

** [f the audit fee on discontinued operations are included, the audit fee would be HK$17
million (2016: HK$20 million).

*** Included in operating expenses are direct operating expenses of HK$9 million (2016:
HK$10 million) in respect of investment properties which generated rental income during
the year.

Note:  To better reflect the expenses nature, HK$96 million expenses under social insurance
plans of Mainland China was reclassified to salaries and other staff costs from
contributions to defined contribution plan outside Hong Kong.
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2017 2016
Restatedore 25 ¥R
HK$ Mn B HERT  HKSMn BB EET

394 461
263 285
254 250
182 268
138 142

78 64
a 35
17 16
17 18
10 8

4 4

4 4
270 261
1,672 1816
8,067 8,206

* FERR T B HER2, 5008 T (2016
E : BHE1,4008 T ) B % B 1ER L A EEH
L o R K0 A A (48 52 4 iy ] A FE Rt
HEHZ (20164 - 47) °

*x o INEFEE AR IFAS S E AR % - ZE
BB 2 45 &2 B 81,7004 5T (20164 : %
#2 00087T) °

*xx I [ENAR LS P B 1R B T 2 Was I E
Y RELHERAES L - 25 BEK900
BT (2016% : B#1,00087T) °

it R R RS A BB
2 it BRI 1B B 9,6005 7T 1 & X
SN FEBMRK AT R T EF D BH
EREMETHAET °
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
/\7j %‘Z -ﬂi %% M]L DE nEl

14.

IMPAIRMENT LOSSES ON LOANS AND RECEIVABLES E# & FEWERIBREE X

2017 . 2016
HKS Mn B¥EERT HKSMn BEEET
CONTINUING OPERATIONS FRELEXE)
Loans and advances to customers EFERRBHK
Individual impairment loss [ERIVEREEEES
— new provisions — B 1,821 2,834
— releases — B (303) (409)
— recoveries e (141) (66)
1377 2,359
Collective impairment loss HEEEHEEX
— new provisions — ¥ 361 1,026
Net charge of loans and advances to customers FEPERRBFRERSK
impairment loss X iHFE 1,738 3,385
Receivables FEMARIE
Individual impairment loss [ERIVEREEEES
— new provisions — B 4 83
— releases — B (1) (5)
— recoveries — [ - (1)
3 77
Collective impairment loss HEEEREERX
— new provisions — B 1 -
Net charge of receivables impairment loss FENBRIFR B IR A S S H 4R 4 77
Net charge to income statement PR 3% 1,742 3,462
15.NET PROFIT ON SALE OF AVAILABLE-FOR-SALE FINANCIAL ASSETS
HETHEESMERE 2 Fufl
2017t 2016
HKS Mn B¥EET  HKSMn BREET
CONTINUING OPERATIONS RHELEEY
Net revaluation gain transferred from reserves mAGERNEHRFNFE
(Note 43(g)) (H15t43(9) 1,320 136
Loss arising in current year FENEERER (263) (44)
1,057 92
7 R2018% 1 A1 HBEZ(EBHBHEE
Note:  Upon transition to HKFRS 9 on 1st January 2018, any unrealized gains/losses of §/))§;g,7;:5§ REF R At HE SR E
available-for-sale financial assets that are required to be reclassified as “fair value A E B A BB IR RN FE
through profit or loss” as of 31st December 2017 have to be transferred from B B F BTSSR E R RERA
revaluation reserve to the opening balance of retained earnings at 1st January 2018, 201841 8 1 KB 175 FIH 40 + AR
and cannot be recycled to the profit and loss account upon subsequent disposal. R TR B A IBEW R o B+ K
Hence, the Group has chosen to dispose of such available-for-sale financial assets EEAFTRATIEN FR2017FEERHE
before the end of 2017, as far as practicable. BRIt EL B EE ©
16. NET (LOSS)/GAIN ON DISPOSAL OF FIXED ASSETS tHEBEEE 2 F (FE), &F
2017 2016
HK$ Mn B HET  HKSMn BB EETL
CONTINUING OPERATIONS FEISERT
Net gain on disposal of investment properties HEREME 2 FHEF - 144
Net (loss)/gain on disposal of bank premises, HEITHE - 1%?{?1\ %%fl’{& R
furniture, fixtures and equipment F (1) BF (22) 715
(22) 859
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(a) Taxation in the consolidated income statement represents: (a) BEWBRANBIIEE :
2017 2016
HKS Mn B¥EET  HKSMn B AET
CONTINUING OPERATIONS FRELEXEY
Current tax — Hong Kong AEBIE &8
Tax for the year REEHIA 695 687
Under-provision in respect of prior years FEERETR 36 36
731 723
Current tax — outside Hong Kong AREATIE — BB LASN
Tax for the year* REFHIE* 605 1,026
Write back of over-provision in respect of prior years 73 4F [& 38 %0 2 B (364) (58)
241 968
Deferred tax R
Origination and reversal of temporary differences TRt = R EE RER 223 (624)
1,195 1,067
* In 2016, certain properties in Mainland China were disposed of, which resulted in an * HE2016%F - HEE THERMYFE MEED
impact of land value added tax and corporate income tax totalling HK$427 million. THIEETE RIDFEATIRHLC AR BB 4.27
BT °
The provision for Hong Kong profits tax is calculated at 16.5% (2016: 16.5%) of BEBETNISTH R TR AT E T RTOR M %
the estimated assessable profits for the year. BiE16.5% (20164 : 16.5% )% °
Taxation for overseas branches and subsidiaries is charged at the appropriate BIND 1T I TR A RO B R IR IR HL AT & P 1E
current rates of taxation ruling in the relevant countries. BRBTREFE o

(b) Reconciliation between tax expense and accounting profit at  (b) B 18 X Hi B & 5% Fl 3% 38 A B R &t
applicable tax rates: EBENEER

2017 2016
HKS Mn BEEET  HKS Mn BB EHET

Profit before tax KA & A 7,565 4,592

Notional tax on profit before tax, calculated at

the rates applicable to profits in the tax REBARRBZE A 2 FIEH B

jurisdictions concerned ERTANGM T ERBETR 1,362 969
Tax effect of non-deductible expenses TR N EY 2 571 449
Tax effect of non-taxable revenue BARGBRARTIE 2 (633) (308)
Tax effect of tax losses not recognised RERNTHIENTIER 2 - 1
Recognition of deferred tax assets on prior year

tax losses AFEEVERARELETIEEE (50) (16)
Write back of over-provision in respect of prior years 1t 4 /& @ 7| & [l (328) (22)
Others Hih 273 (6)

Actual tax expense charged to income statement PR EN R HE 1,195 1,067
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The consolidated profit attributable to owners of the parent includes a profit of AGEBRAEERREGE M BEEFTAR
HK$8,562 million (2016: HK$3,920 million) which has been dealt with in the ﬁﬁﬁ%atﬁﬁlﬁﬂ’]m?ﬁ |7 #85.62187 (2016
financial statements of the Bank. : B39 20(87T) °
Reconciliation of the above amount to the Bank’s profit for the year ITFERE N il 5782 HiR

2017 2016

HKS Mn B EERT  HKS Mn BEEETT

Amount of consolidated profit attributable to equity B &t ARTTEISEHRE 2 AR BR

holders dealt with in the Bank’s financial statements ~ AN&EER R4 A & T 8,562 3,920
Final dividends from subsidiaries and associates
attributable to the profits of the previous REAFEMBARREEAT
financial year and general reserves, approved S R — MR REIR S
and paid during the year WIEFE Nz KR 819 933
Bank’s profit for the year BATEE N A 9,381 4,853
(a) Dividends attributable to the year (a) EBEAEERE
2017 2016

HKS Mn B EERT  HKS Mn BEEET

Interim dividend declared and paid of BEEMRERZNFHRET
HK$0.68 per share on 2,726 million shares 27.26{EM B #0.687T
(2016: HK$0.28 per share on 2,684 million (20164 : 26.84(B R
shares) (Note 43(i)) FB0.2870) (Hfat43()) 1,854 751

Second interim dividend paid in respect of the
previous financial year on shares issued under E§Z1‘J‘E$f§¢ﬁﬂ ERABREATRE
the share option schemes subsequent to the end WEEE LB AMBERRRGT 81817
of the reporting period and before the close of the  B{7 /B L FE BB E0.287TH)
Register of Members of the Bank, of HK$0.28 per FEZRHHRE (20165 - Bk

share (2016: HK$0.50 per share) ;‘%ﬁ‘éo 507T) - =
Second interim dividend of HK$0.60 per share IR HARE B F27 65B R

on 2,765 million shares (2016: HK$0.28 per share /%%0.607E(20165ﬁ : 27.03188%

on 2,703 million shares) FREK0.287T) 1,659 757

3,513 1,508

The total dividends attributable to the year is HK$1.28 per share (2016: HK$0.56 EEARTEREATRBE1.287T(2016
per share). The second interim dividend has not been recognised as a liability at the F o GRBH0.56T) o RIBEHAERAZ
end of the reporting period. FERFHR B KR ARAE
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(b) Dividends attributable to the previous financial year, approved and  (b) REERERINB LEERE
paid during the year

2017 2016
HKS Mn BEEEBRT  HK$ Mn BEEHET

Second interim dividend in respect of the previous
financial year, approved and paid during the year, & E Wi/ K& 4 F27.03FREK

of HK$0.28 per share on 2,703 million shares 75#0.2870(20164F: 26.41181%
(2016: HK$0.50 per share on 2,641 million shares) — FRE0.500) K EFEE =R
(Note 43() R EARR S (H7a243()) 757 1,320

(c) Distribution to holders of Hybrid/Additional Tier 1 capital (¢) REFES B —BREXITHEE
instruments BEA

2017 2016
HKS Mn BEEEBRT  HKS Mn BEEET

Interest paid or payable on the Hybrid Tier 1 capital BN FEA—RKEALE

instruments (Note 43() =P SN E ) 211 211
Amount paid on the Additional Tier 1 capital ENTEIN—REATANFIR
instruments (Note 43(}) (Hi430)) 389 278
600 489
(a) Basic earnings per share (a) BREAREF
The calculation of basic earnings per share is based on the consolidated profit EREABFNIZBENRARETREHE
for the year and profit from continuing operations attributable to owners of the =BT AFEH AEH6.00/E7T (2016
parent of HK$8,747 million and HK$5,698 million (2016: HK$3,228 million and £ BA4.8918 ) RE KA RER
HK$3,010 million) respectively after the distribution of HK$600 million (2016: B%“Mﬁf‘né\. WARTAHHME : #(2016
HK$489 million) to Hybrid/Additional Tier 1 issue holders and deduction of nil D BEE00E T ) 1% 2 FE AR A EF &
(2016: HK$6 million) premium paid for partial bought back of Hybrid Tier 1 capital XET*?Z“M%%ZT BEN AN BARR &
instruments, and on the weighted average of 2,728 million (2016: 2,678 million) - DRI AE8T.4TE TR E56.981F
ordinary shares outstanding during the year, calculated as follows: T (20164 © B 32.28/ T KE#30.10

Féﬁ)&Eﬁmaé’*ﬁ%mﬁf’\ﬂ’muﬁifﬂﬁk
27.28(E8% (20164 : 26.78{80%)5t&

Weighted average number of ordinary shares AR (D B IAE TS 25
2017 2016
Number of shares Number of shares
RBEE Eignr g
Mn BE Mn & &
Issued ordinary shares at 1st January M ATEMEBETEER 2,703 2,641
Effect of share options exercised and BITERRE RARK BET
shares issued in lieu of dividends HRETE 25 37
Weighted average number of ordinary shares W12 A31 B E @R n r e

at 31st December T 2,728 2,678
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(b) Diluted earnings per share

The calculation of diluted earnings per share is based on the consolidated profit
for the year and profit from continuing operations attributable to owners of the
parent of HK$8,747 million and HK$5,698 million (2016: HK$3,228 million and
HK$3,010 million) respectively after the distribution of HK$600 million (2016:
HK$489 million) to Hybrid/Additional Tier 1 issue holders and deduction of nil
(2016: HK$6 million) premium paid for partial bought back of Hybrid Tier 1 capital
instruments, and on 2,730 million (2016: 2,678 million) ordinary shares, being the
weighted average number of ordinary shares outstanding during the year, adjusted
for the effects of all dilutive potential shares.

Weighted average number of ordinary shares (diluted)

Weighted average number of ordinary shares

at 31st December K12 8318 Z@ERA AT HE
Effect of deemed issue of ordinary shares under the BRI AETBIZTERHBRA
Bank’s share option schemes for nil consideration TERn 2 ZE
Weighted average number of ordinary shares K12 8318 Z@ERA AT HE

(diluted) at 31st December (#5%)

(b) BR#EERR

SREERMZREMAEETRE, &
I —EART B5H A#6.00/8(2016
o EMA8IET) REMB XM AED
EEHHRA —REAT ArRE « £(2016
o BEE00E L) %2 FEARLARTIR
RERBEGEER Y THRBNAEE R
Fl 5B ABER7 AT T RS 56.981
JL(20164F © ##32.28/8 L R A#30.10
&) R ENATE ARG EE e BNy
IRV SRS 0 SRR 1D B0 INRE T 19 B
2730188 (20164 : 26.78fE%)atE -

AR 17 ) At 39 2 (e )

2017 2016

Number of shares Number of shares
BRHEEE BmEE

Mn BB Mn BE&

2,728 2,678

2 _

2,730 2,678



Directors’ remuneration disclosed pursuant to section 383(1) of the Companies
Ordinance and Part 2 of the Companies (Disclosure of Information about Benefits
of Directors) Regulation is as follows:

Chairman and Chief Executive
Dr. the Hon. Sir David LI Kwok-po

Executive Directors and
Deputy Chief Executives

Mr. Adrian David LI Man-kiu
Mr. Brian David LI Man-bun

Non-executive Directors

Prof. Arthur LI Kwok-cheung

Mr. Aubrey LI Kwok-sing

Mr. Stephen Charles LI Kwok-sze
Dr. Isidro FAINE CASAS

Dr. Peter LEE Ka-kit

Mr. Masayuki OKU

Independent Non-executive
Directors

Dr. Allan WONG Chi-yun

Mr. Winston LO Yau-lai

Dr. Daryl NG Win-kong

Dr. the Hon. Rita FAN HSU Lai-tai
Mr. Meocre LI Kwok-wing

Dr. the Hon. Henry TANG Ying-yen
The Hon. CHAN Kin-por

Dr. Delman LEE

Notes:

IRFTBER
FEESL

HITESR
BITHAR

FREEE

FRWEE

FHTES
FEEHE
FRERE
FEREE
ERERL
FREEL
REZRE

BIFQTES
BEFMEL
ERERE
BAEEL
SEHREREL
FEEEE
BRERL
el 1|
FEAEL

Directors’
fees

k2
HKS Mn
REEAT

0.6

0.3
0.3

0.5
0.5
0.3
0.4
0.4
0.4

0.9
0.8
0.7
0.4
0.9
0.8
0.5
0.4

9.1

Salaries,
allowances
and benefits
in kind
21
RENkG
HKS$ Mn
BYERER

10.9

3.9
3.9

18.7

Discretionary
bonuses
(Note 1)
EETAL

(Hrzt1)
HKS$ Mn
BERER

231

5.0
5.0

33.1

1. Due to improvement in the Group's financial performance, there is an increase in the pay-
out of discretionary bonuses for 2017.

2. The share options were granted to Executive Directors under the Bank’s Staff Share
Option Schemes. The values of share options represented the fair value of the share
options on the Grant Date without actual cash payment. The details of these benefits in
kind are disclosed under the paragraph “Information on Share Options” in the Report of

the Directors and Note 40.
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RIECR BNERIDE383(1) RS AR (EE
FRFER)BADNF2H 2 BEREEEH

£
Share Retirement
options scheme 2017
(Note 2) contributions Total
R RIK
(Hit2) TEIHR bl
HKS$ Mn HKS$ Mn HKS Mn
BYRERT  BMEER  E%EER
11.3 1.0 46.9
3.7 0.4 13.3
3.7 0.4 13.3
- - 0.5
- - 0.5
- - 03
- - 0.4
- - 0.4
- - 0.4
- - 0.9
- - 0.8
- - 0.7
- - 0.4
- - 0.9
- - 0.8
- - 0.5
- - 0.4
18.7 1.8 81.4
Kt -

20172 B G TEATE N2 IR A E B F/EZ
BB RBIE -

HITEFLRERTTHIIER B B/ ER T
FBIRIE © BIREL BB RIEA S RBIRERRT
BB RFEE @ MALFEBRELZT - FH
B EEY W F S BN EFSREE
A FRIRAEE R R HT5E 40P °
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The Bank of East Asia, Limited

Chairman and Chief Executive
Dr. the Hon. Sir David LI Kwok-po

Executive Directors and
Deputy Chief Executives

Mr. Adrian David LI Man-kiu
Mr. Brian David LI Man-bun

Non-executive Directors

Prof. Arthur LI Kwok-cheung

Mr. Aubrey LI Kwok-sing

Mr. Eric LI Fook-chuen

Mr. Stephen Charles LI Kwok-sze
Dr. Isidro FAINE CASAS

Dr. Peter LEE Ka-kit

Mr. Masayuki OKU

Independent Non-executive
Directors

Dr. Allan WONG Chi-yun
Mr. WONG Chung-hin

Mr. Winston LO Yau-lai

Tan Sri Dr. KHOO Kay-peng
Mr. Richard LI Tzar-kai

Mr. Kenneth LO Chin-ming
Mr. William DOO Wai-hoi
Mr. KUOK Khoon-ean

Mr. Valiant CHEUNG Kin-piu
Dr. Daryl NG Win-kong

Dr. the Hon. Rita FAN HSU Lai-tai

Mr. Meocre LI Kwok-wing

Annual Report 2017

IRRITRAR
FEERT

HITESH
BIfTBAR

FRELE

FRELE

FHUTES
FEEHE
FRERE
FREALE
FEMLEE
ERERL
FREBT
REZ%EA

BUKHTES
BEFMREL
BEELL
ERELE
PR BEREL
FEIERE
SRR E
HEELE
BIERE
RERLE
BALEL
ERBREL
FEREE

Directors’
fees

HK$ Mn
BERET

0.6

03
03

0.4
0.5
0.1
03
0.4
03
0.3

0.7
0.1
0.7
0.1
03
0.5
0.4
0.4
0.6
0.5
0.3
0.2

8.3

Salaries,
allowances
and benefits
in kind

5 2
RE M
HK$ Mn
AEBRET

10.7

39
39

18.5

Discretionary Share
bonuses options
(Note 1) (Note 2)

BiETEA RIIE
(Hrzt1) (Hiit2)
HK$ Mn HK$ Mn

BERAET  BNBEST

55 1.3
1.2 37
1.2 37
79 18.7

Retirement
scheme 2016
contributions Total
RIR
BE 5 Fae
HK$ Mn HK$ Mn

BREEBT  BEAST

03 9.4
03 9.4

= 0.5
= 0.1
= 0.3
= 0.4
= 0.3

= 0.1
= 0.7
= 0.1
= 03
= 0.5
= 04
= 0.4
= 0.6
= 0.5
= 0.3
= 0.2

1.6 55.0



Salaries and other emoluments e kHEMME
Performance-related bonuses RIERENEAL
Share options R

Pension contributions RREHR

The remuneration of the five top-paid employees is within the following bands:

HK$BE T

9,000,001~ 9,500,000
13,000,001 - 13,500,000
29,000,001 - 29,500,000
46,500,001 - 47,000,000

Included in the emoluments of the five top-paid employees were the emoluments
of 3 (2016: 3) Directors and 2 (2016: 2) senior management members. Their
director’s emoluments have been included in Note 21 above.

The Group manages its businesses by divisions, which are organised by a mixture
of both business lines and geography. In a manner consistent with the way in
which information is reported internally to the Group’s Senior Management for
the purposes of resource allocation and performance assessment, the Group has
presented the following nine reportable segments. No operating segments have
been aggregated to form the following reportable segments.

(a) Business segments

The Group has identified the following nine reportable segments.

Personal banking, which includes branch operations, personal internet banking,
consumer finance, property loans and credit card business in Hong Kong.
Corporate banking, which includes corporate lending and loan syndication, asset
based lending, commercial lending and securities lending in Hong Kong.

Treasury markets, which include treasury operations and securities dealing in Hong Kong.

Wealth management, which includes private banking business and related assets
in Hong Kong.

REWRITEMRAF | 2017 F3) | 205
2017 2016
HKS Mn B EET  HKSMn BB EET
29 28
43 10
26 26
2 3
100 67

(a)

SEFMZ=SNEENSEEENT

2017 2016
Number of Number of
Employees Employees

EEAH EEAH
- 4
4 _
- 1
1 _

ZHMEEHREE P BE3M (20164 © 3
u)%%zzzu(zme% 2 SEBEEA
B - MM EFEWESEBFEN LM E21
|?\] o

AEBZDREIREEY - MORARES
KR A MK © 5 BAE K5I 3R E R ERE
BIAEENSEEEARBERBERDER
%fﬁiﬁyﬂ’lﬁ'ﬁ%*@lﬂ’] o REBFIHRAT
NETTERD H o EEA AL RBIEAEAT
B AT E R JFA

EXAE
AEEEHHA TNATERDH o

BAARTEEBEEETBZATTEE  AAEF
MRIRTT - HEBE Hz% ERRERARE
f% °

CERTEEETEZLEBERREE
K BERE  BEERRESEBEK

HETSERERELMEEFRESEE -

MEERERRETETEZAARITER
RAEHEE °
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Business segments (continued)
Financial institutions, which includes trade financing activities with correspondent
banks in Hong Kong.

Other Hong Kong banking operations, which mainly include insurance business,
trust business, securities & futures broking, money lender activities and corporate
financial advisory in Hong Kong.

Mainland China operations (previously named as China Operation) mainly include
the back office unit for Mainland China operations in Hong Kong, all branches,
subsidiaries and associates operated in Mainland China, except those subsidiaries
carrying out corporate services, data processing and other back office operations
in Mainland China. Previously, Macau and Taiwan operations were grouped
under China operations. With effect from 2017, China operations are renamed as
Mainland China operations which do not include Macau and Taiwan operations.
The 2016 figures have been restated for comparison purpose.

Overseas operations include the back office unit for overseas banking operations in
Hong Kong, all branches, subsidiaries and associates operated in overseas, except
those subsidiaries carrying out corporate services in overseas. Before 2017, Macau
and Taiwan operations were grouped under China operations. With effect from
2017, Macau and Taiwan operations are grouped under Overseas operations and
the 2016 figures have been restated for comparison purpose.

Corporate services include company secretarial services, share registration and
business services, and offshore corporate and trust services.

Other businesses include property-related business, supporting units of Hong
Kong operations, investment properties, bank premises, the net results of other
subsidiaries in Hong Kong except for those subsidiaries which are included in other
Hong Kong banking operations.

For the purposes of assessing segment performance and allocating resources
between segments, the Group’s Senior Management monitors the results, assets
and liabilities attributable to each reportable segment on the following bases:

Segment assets include all tangible assets, intangible assets and financial assets
with the exception of interests in associates, deferred tax assets and other
corporate assets. Segment liabilities include deposits, financial liabilities and other
liabilities attributable to the individual segments.

Revenue and expenses are allocated to the reportable segments with reference
to interest and fee and commission income generated by those segments and
the expenses incurred by those segments or which otherwise arise from the
depreciation or amortisation of assets attributable to those segments. Segment
revenue and expenses do not include the Group’s share of revenue and expenses
arising from the activities of the Group’s associates. Other than reporting inter-
segment income, assistance provided by one segment to another, including sharing
of assets, is not measured.

(a) EEDEB ()

CREBEEEAETEZEHRAERNRITR
BOIRERMERE ©

HhBFBRITEB T EZERETBZRBE
% EREED  BEEREERL  MEAX
BEREERTHA ©

REIR RS (AR X)) T2 REES
BXEPEAMEBORGEL - FIEED
BAEEN DT  IHBRRRBERT -
BB B A AL & (b RIS E B
EREMESEIMBAR ° AE R
FIRBEEBFRHRTEER - M2017F
i PEEBEREATEAMEY - U
ERFIRBEE © 2016 MLLEREFA
BE® -

BREHBRERBXEERRITEBNR
BN - FEEEIMEENDTT - HIBAR
KEtE AT BETBREEEIMEE RERE
ZHIBARE ° 20176 LART - RFIRAE
BEMATEER - 20175 @ BRI R
BEEBRNBBRER - M2016F MR
BFEEER °

CERBEFBFLARNMERY - REELLSE
EIRT - ARBER DR REFERT ©

Hib X B aERnEFBNER - BEER
ZEHEM - REWE  TUHRERBZE
KB D A e A& (B E BB AR
EBNMHBRR) °

EFEDBRRRD RS BHOLRR - %
HNBEERABREN TEEELTRE
NE—EHDBLEM - AERARE

DBMEEREMBEEVEAE - BVEERS
BEE (e DR 2 ESRIN)  BTHEE
EREMEREE - HHABREFR - £
BAERARBENERND BOEMAE

WA B3 Hi 2 7 B 20 AP AT EE AR B A B R R TS
ERMNASKA - RBEFBSBaIHMNX N
SR RBR A MEE 2T ESEHRD
FeFrIERD AP o 2 ERA LT B S 1E
SEZBERRREEMELSBEEGZK
ABEZH o BERD HMEAWAIN - B—5
BERGE TR0 BEIZEE - ¥
RAEER °
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
Bras R M (&)

017
Hong Kong banking operations
EEREY
Mainland Total Inter-
Personal  Corporate Treasury Wealth Financial China ~ Overseas reportable segment
banking banking markets management  institutions Others  operations  operations  segments Others ~ elimination Total
FERS TER G

ARG ¥R MEWE  HEER  SRME it £ EBEE  A4E (A ¥ a8
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
A¥EEn AMFEET  RMAER  BMEER  RMEER  AMAER  BWEER  BMEEn  BMEER  BMRER  BMEER  RMEER

CONTINUING OPERATIONS ~ #EE& %%

=
Net interest incomellexpense) S FIEMA/(%i2) 339 1,934 19 380 2 PE)] 3834 1515 11,292 540 - 11,832
Non-inteest incomel{expense) ~ 3EFIBMIA/ (%t 816 376 0 52 19 914 [ 6 3,585 884 (348) 41
Operating ncome 0N 4,168 230 L 832 4 1,151 4576 1,761 14877 142 (349) 15,953
Operating expenses et (1,603) (190) (219) (201) ()] (447) (3,030 (605) (6:310) (2,105) 8 (8,067)

Operating profitloss) before ~ AARHEERL
impairment losses BT /(E8) 2,565 2120 (180) 631 pL] 04 1,542 1,156 8,567 (681) - 7,886

(Charge for)ite backof B RENEEH
mpaiment lossesonloans ~ AEER(5288)/

and recelvables a1 (158) (405) - (1 - ) (1,151) (14) (1,738) ® - (174)
Impaiment losses on avalable- - FEESREE

for-sale financl assets HEEX - - @ - - - - - @ - - @
Impaimment losses R EAEHE

on assets held or sale 53 - - - - - - (63) - (63) - - (63)
Impairment losses on intangible

asels EVEENEEX - - - - - - (650) - (650) - - (650)

Operating profioss) BikRRELE,
after impairment losses iR/ (BE) 240 1715 (182) 630 9 695 (322) 114 6114 (685) - 5409

Profitfloss)onsaleof fied ~ HEETEE £Z
asets, held-to-maturity SIS RE R
investments and avalable-for-  iEREEEL
sale financial asets &5/ (B8) (14) 1 100 - - 16 0 - 1038 3 - 104

Profit(Loss) on sale o disposal £ EHERRI R
groups and assets held {FHEEE

forsale #l/(68) - - - - - 4 ) - U] 192 - 183
Profiton disposal of subsidries 1 M1 /B A7

associates bzt - - - - - - - - - 2 - 2
Valuation gains on investment

properties EffRENZEA - - - - - - - 1 1 51 - 52
Share of profits lesslosses of ~ FE[EBFE A AR

assodates i - - - - - 4 92 M 38 - - 38
ProftfLoss) before taration A/ (B58B) PRI 1,79 85 630 9 il (248) 1435 7532 3 - 7,565
Depreciaton for the year ERRITE (62) (1) (5) ) - (13) (202) (34) (320) (146) - (466)
Seqment assets HiEE 81,889 148,083 164,908 26,284 523 113 299,726 107,804 855,054 13,555 (69,562) 799,047
Investments i associates BRATRE - - - - - 54 341 5,961 9429 - - 9429
Other assets iz

- Assets held for sele -IhlFLEEE - - - - - 31 7 3 466 - - 166
Total assets EEEE 81,889 148,083 164,908 26,284 5231 1528 303,216 113,804 864,949 13,555 (69,562) 808,942
Seqment liabilties 288%E 309,279 902 53,725 21,606 5 16,762 251,933 98,057 752,269 2,509 (47,059) 707,719
Other abltes AR

- Liabltie held or sale —EHEAR - - - - - 9 - - 9 - - 9
Total liabilties e 309,279 902 53,725 21,606 5 161N 251933 98,057 752,218 2,509 (47,059) 07,728

Capital expenditure incurred
during the year FENEARY 146 - - - - 13 % u m 131 - 409
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

BB EmRME(E)

23. SEGMENT REPORTING (CONTINUED) 3 B3R 45 ()

(a) Business segments (continued)

(a) BEDE(#)

2016 Restated &5
Hong Kong banking operations
i)
Mainland Total Inter-
Personal ~ Coporate ~~ Treasury Wealth ~ Financil China ~ Overseas  Corporate ~ reportable segment
banking banking markets  management  institutions Others~ operations ~ operations senices segments Others elimination Total
hEY AER AR
BART O3B WETS  MEEE SRR it % EERR ORRB A9 At R5EH &8
HKSMn HKSMn HKSMn HKSMn HKSMno HKSMno HKSMno HKSMno HKSMno HKSMno HKSMRo HKSMno HKSMn
AHRET AYEET BMAER AMAET BYEET RMAER AMAET AVEET AKEER BMEER AMDET ANAER AMEER
CONTNUNG OPERATIONS #5812 %%
Net interestincomeflexpense) ~ FHIEMA/ () 2864 210 (29 8 19 268 3889 1512 - |09 308 (1) 11,08
Non-interest ncomellepense) ~ FERIS /() 716 n 76 4 15 625 768 218 - 3,189 781 (354) 3616
Operating income F2HA 3,580 2,448 (153) 791 34 893 4657 1,730 - 13980 1,089 (355) 14714
Operatng expenses a5 (1,740 (197 (134 (196) (12 GBS (611) - ey | (189) ¥ (806
Operating proftloss) before AR BERR 24
impaiment losses aH/(58) 1840 2051 (287) 595 2 3n 1400 1119 - 31 (804) = 6,508
(Charge for)Wite back of
impaiment lossesonloansand SR EAEBEE
feceiabls Bx(ei)/E8 (230) (306) 1 0 - @ 8 19 - | G4 - - B
Impairment losses on avallble-for- TEHESRERL
sale financil ascets RERX - - - - - (1 = = = (1) = = (1)
Operating proft{oss after BHRAEEREL
impaiment losses a8/ (5l 1610 1945 (286) 593 2 4 (1419 1,040 - 3849 (804) - 3005
ProfitiLoss) on sale of fxed assets, HEETAR 5234
heldo-maturty inestments, &% HEESHE
avalable-for-sale financial assets  EREERE(ERZ
and repurchase of debtissued 1271/ (8E) (13 16 6 - - 1 81 )] - 955 = = 955
Pofitloss) onsale of dsposal i EHEBRIREATER
groups and assets held for e~ EBE 771/ (BE) - - - - - - - 1) - U] 106 = 9
Valuation gains on investment
properties EfRENFEN - - - - - - - 1 - 1 61 - 62
Share of rofits esslosses of G BHE AR
asociates HER - - - - - (1) 141 91 - t] - - 41
ProftLoss before araton R/ (5te) 1597 1961 (218) 5% 2 34 B8 130 - 5209 (637) - 459
Depreciation fr the year EENAE (59) (1) (6) 1] - (17) (201) (3) - (318) (150) - (468)
Seqment assets AphE 13881 150,132 149,947 nB67 8207 18523 283,987 104,266 - 812,576 17,255 (1264) 757,189
Investments in associates BENTRE - - - - - 49 1,166 47% - 6,011 = = 6,011
Other assets 3
- Assets held for sale ~HEfELERE o = = = = = 251 39 2,05 249 11 - 2,506
Total assets HELE 73,881 150,132 149947 8627 8207 18572 285,404 109,101 2,005 821,08 17,266 (12642) 765,706
Segrent libilities APEK 291,835 m 62,725 21308 6 14,75 238308 9251 = m3n 2,066 (45798 678,644
Other liablties R
~ Lidles heldfor sale ~REFUERE - - - - - - 4 - 38 426 - - 426
Total liabiities 808 291,835 LIl 62,725 21,308 6 14,756 238,349 92512 385 722,198 2,066 (45,794) 679,070
Capital expenditure incurred
during the year ERNARRY 100 I 30 4 - 2 74 46 30 307 141 - 48




Operating income
(from continuing operations)

Profit/(loss) before taxation
(from continuing operations)

Total assets
Total liabilities

Contingent liabilities and
commitments

Capital expenditure during
the year

Operating income
(from continuing operations)

Profit/(loss) before taxation
(from continuing operations)

Total assets

Total liabilities

Contingent liabilities and
commitments

Capital expenditure during
the year

(b) Geographical segments
The information concerning geographical analysis has been classified by the
location of the principal operations of the entities and branches of the Bank
responsible for reporting the results or booking the assets, or by the location where
the subsidiaries or business units with special risks associated with operations.

BEWA
(REFBEEEEH)
BBianER/ (BR)
(CREFELE5H)
EERH

RERE

RRBE R

FENERFRX

S TN
(RERELEES)

BhangEd/ (BR)
(REFEEEET)

RERR

RiERE

BRI

FENEARX

Hong Kong

BB
HKS$ Mn
BEEET

9,672

6,095
478,507
404,785

71,693

305

Hong Kong

00
HK$ Mn
BEEET

8,410

3438
462,398
393,799

82,323

300

Mainland
China

E R

HKS$ Mn
BEEER

4.798

(64)
286,990
251,946

124,792

87

Mainland
China

HE R

HK$ Mn
BEEET

4,876

(231)
270,699
238,368

118,988

93

RERTERAF

(b) &7 B

2017 F 3Rk | 209

BHwES B EHNRRBEARREXEALS
BEEARZERANTZOITOEZEEBM
IR - HIREMBARRNEREML 228

BRRE R TR T AR D ©

2017
Other Asian
Countries
and Regions Others
H
BRRBE Hte
HKS Mn HK$ Mn
BEEET  B%AEER
747 1,084
643 891
53,802 59,205
45,898 52,158
7,851 8,732
12 5
2016 Restated 3§
Other Asian
Countries
and Regions Others
EfthzmM
R KR Hth
HK$ Mn HK$ Mn
BAEBET AKAEER
765 1,018
637 748
50,805 55,357
43,815 49,117
7,896 9,046
13 42

Inter-
segment
elimination
2EEZ
RBEH
HKS$ Mn
BEEET

(348)

(69,562)
(47,059)

Inter-
segment
elimination
AL
RS R
HK$ Mn
BEEET

(355)

(73,553)
(46,029)

Total
k]

HKS$ Mn
BREEET

15,953

7,565
808,942
707,728

219,068

409

Total

ek
HK$ Mn
BEEET

14,714

4,592
765,706
679,070

218,253

448
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
R 75 ¥ & M & (4R )

24. CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (Note 48(a))
BERERTMEM S RMEBNE T (HEE48(a))

2017 2016
HKS Mn B EERT  HKS Mn BEEETT

Cash in hand Ae 1,288 1,306
Balances with central banks R RIRITHEETE 47,083 56,543
Balances with banks and other financial institutions ~ FESR1TAIEL {1 & R 17 12,299 7,871

60,670 65,720

25. PLACEMENTS WITH AND ADVANCES TO BANKS AND OTHER FINANCIAL INSTITUTIONS
(Note 48(a))
ERITREMSHBENFERR B (HEE48(a))

2017 2016
HK$ Mn BEEBT  HKSMn BB EET

Placements with and advances to banks and

other financial institutions TEERAT R E M & R AT R BN
Maturing FBREARR
— within one month —1EAR 46,496 36,511
— after one month but within one year —1EAZ1ER 7,113 7,541
— after one year —1F1& - -
53,609 44,052
Of which: He:
Placements with and advances to central banks TERR REBITHOTE R R BN - =
Movement of individual impairment allowance BRI EEEEE S
2017 2016
HKS Mn B¥EEBT  HKS Mn BEEET
At 1st January M1A18 - 1
Net provisions released back to income statement BB @K A ER T - (M

At 31st December ®12A31H - -
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
BB RME(E)

26. TRADE BILLS B E#

2017 2016
HK$ Mn B EET  HKS Mn BEEET
Gross trade bills B HERBE 13,910 11,940
Less: Individual impairment allowance A ERIREEE (1) (1)
13,909 11,939
Movement of individual impairment allowance AR EEREN S
2017 2016
HK$ Mn B EHET  HKS Mn B EET
At 1st January R1A1H 1 1
Amounts written off HsHzE - =
At 31st December M12A318 1 1
27. TRADING ASSETS X2 FABREE
2017 2016
HK$ Mn B¥BEET  HKSMn BEEET
Treasury bills (including Exchange Fund Bills) BEES (BEINEESRR)

(Note 48(a)) (K1:#48(a)) 2,218 1,034
Certificates of deposits held (Note 48(a)) R 017 5RE8 (H5748(a)) - 431
Debt securities (Note 48(a)) BEE R (H7148() 1,781 1,663
Equity securities Rt 5 2,953 1,276
Investment funds REES 4 =

6,956 4,404

28. FINANCIAL ASSETS DESIGNATED AI FAIR VALUE THROUGH PROFIT OR LOSS

EEABBERURMATLEENEMEE

2017 2016

HKS Mn B¥BEET  HKSMn BEEET

Debt securities (Note 48(a)) BIER(M17248()) 3,879 3,330

Equity securities i &% 166 155

Investment funds BREES 124 69

4,169 3,554
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(a) Loans and advances to customers

Gross loans and advances to customers

Less: Impairment allowances
— Individual

— Collective

(b) Impairment allowances against loans and advances to customers

At 1st January

New provisions charged to income
statement

Net provisions released back to income
statement

Amounts written off
Recoveries
Effect of discounting (Note 5)

Transfer to asset classified as assets
held for sale (Note 56)

Exchange adjustments

At 31st December

(a) EFERRBX

2017 2016

HK$ Mn BEEERT  HKS Mn BB BEET

REEEFRAREE 473,776 454,242

o OREE

—{EA (1,059) (1,715)
— s (2,378) (2,082)

470,339 450,445

(b) EFERRBRZBELEE
2017 2016

Individual Collective Individual Collective

{5 2R 5] B

HKS Mn B%EET HKSMn B¥EET HKSMnBEBEEET HKSMn BEEET

M A1H 1,715 2,082 1,021 1,360
MR AT SRR ERE 1,821 361 2,834 1,026
BERERNERFE (253) - (331) =
b6z (2,310 (189) (1,588) (202)
I{Ek 1M - 66 -
HEMINENE5) (191) - (144) =

BEHBAREELEEE

(H7:#56) - (10) (1)

[ 5 Jg%& 136 134 (143) (101)

W12A318 1,059 2,378 1,715 2,082



(c) Loans and advances to customers — by industry sectors
The analysis of gross advances to customers and the percentage of secured
advances by industry sector is based on the categories and definitions used by the

RERTERAF
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(0 EFERRBR-BITEXIE

HKMA.
2017
% of secured
Gross advances advances
$HFAE FRAZIMAEIL
HKS Mn BEEET % ARE
Loans for use in Hong Kong ERBFRNER
Industrial, commercial and financial THeH
~ Property development -NEER 20,280 70.18
~ Property investment —MERE 37,359 92.71
~ Financial concerns —SRbE 12,489 66.06
— Stockbrokers -RE&L 6,399 90.20
— Wholesale and retail trade —BRETER 8,831 63.00
- Manufacturing —BlE% 2,123 4031
— Transport and transport equipment —BRHEERRE 4,976 65.45
— Recreational activities —REEH 176 71.30
~ Information technology — BB 2,747 1.26
- Others —HAt 25,876 67.63
- Sub-total — NGt 121,756 7448
Individuals HA
~ Loans for the purchase of flats in the ~ —FEE[BEBEEE]
Home Ownership Scheme, Private [MAZEEEER
Sector Participation Scheme and [REEEEEEFH
Tenants Purchase Scheme EX 1,064 100.00
— Loans for the purchase of other
residential properties ~BEEMEENENER 42,803 100.00
— Credit card advances —ERFER 4,644 0.00
- Others —Efp 34,034 87.14
- Sub-total —/it 82,545 89.07
Total loans for use in Hong Kong ERBERNERLE 204,301 80.37
Trade finance BomE 3,934 70.33
Loans for use outside Hong Kong* EEBMIMERREZ 265,541 54.34
Total advances to customers REBTEE 473,776 65.70
*  Loans for use outside Hong Kong include the following loans for use in Mainland China. *
2017
% of secured
Gross advances advances
$yeE FEABINEIL
HKS Mn BEEET % ARE
Property development NERRE 44,416 54.04
Property investment MERA 29,176 92.32
Financial concerns SRt 33,431 6.24
Wholesale and retail trade HERTER 13,058 58.37
Manufacturing BUE% 7,176 30.41
Loans for the purchase of other
residential properties BEAMEENENER 15,181 99.94
Others Hety 38,716 33.62
181,154 50.24

BIIESBNEFPBREBEREEMBRN
BOLRERREERARANARIMES

2016
% of secured
Gross advances advances
BEEE  SERRINEAL
HKS Mn BEBET % AR %
21,934 78.46
38,224 92.41
10,296 64.91
2,988 93.10
14,821 72.21
2,925 58.21
5,633 69.60
171 73.50
2,596 0.51
18,720 79.83
118,308 78.95
938 100.00
40,750 100.00
4,540 0.00
27,301 86.84
73,579 88.95
191,887 82.78
5,390 74.86
256,965 59.76
454,242 69.67

BB ASMESF ) B EIELA T H B A

EARIE
2016
% of secured
Gross advances advances
RIS SEMRINEAL
HKS Mn BB EET % BHE
42,140 54.91
28,940 94.63
25,512 15.22
14,639 67.90
7,504 44.43
15,982 99.98
37,710 39.48
172,427 57.15
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(0 BEFERRBR - BRITEIE@
ATRITESBIEEFRRABED 21
KA B SRR EERIAER R - SARAR

(c) Loans and advances to customers — by industry sectors (continued)
Individually impaired loans, as well as relevant information, in respect of industry
sectors which constitute 10% or more of total advances to customers are as

follows: AT
2017 2016
HKS Mn B¥EET  HKS Mn BEEET
(i) Property development iy MEERE
a. Individually impaired loans a. BERRENER 316 67
b. Individual impairment allowance b. AR ELER - 8
¢. Collective impairment allowance c EEMEERE 420 382
d. Provision charged to income statement d. RER S EE
— individual impairment loss —ARRERX 15 49
~ collective impairment loss —EERERX 77 249
e. Written off e. A 26 8
(i) Property investment (i) MELRE
a. Individually impaired loans a. BERRENER 792 932
b. Individual impairment allowance b. ERIRELERE 13 77
c. Collective impairment allowance . EEREEE 425 401
d. Provision charged to income statement d. RIRERR X HEER
— individual impairment loss e EVVERIEEEPS 142 214
— collective impairment loss —BRRMERX 55 213
e. Written off e. Mg 118 146
(iii) Loans for purchase of residential properties (i) BEEMEENMENER
a. Individually impaired loans a. BERRENER 296 355
b. Individual impairment allowance b. MERIRELER 3 6
¢. Collective impairment allowance c EEREEE 214 209
d. Provision charged to income statement d. RIGEER T HEES
— individual impairment loss —ERREEBE 5 (AN
— collective impairment loss —EREHEERX 7 91
e. Written off e. HisH 4 44
(iv) Wholesale and retail trade (iv) HLEBETEZE
a. Individually impaired loans a. BERBENER 1,084 2,317
b. Individual impairment allowance b. {ERIRELER 368 808
c. Collective impairment allowance c BENEESE 180 184
d. Provision charged to income statement d. RIER S K EE
— individual impairment loss —ARREBX 637 1,680
— collective impairment loss —EEHERX 29 108
e. Written off e. sy 438 928
(v) Hotels G
a. Individually impaired loans a. BERRENER 1,189 981
b. Individual impairment allowance b. ERIRELERE 258 330
¢. Collective impairment allowance C EEMEERE 69 72
d. Provision charged to income statement d. RER SN EE
— individual impairment loss e ChVEREESES 50 433
— collective impairment loss —EEREBRX 12 40
e. Written off e. A 99 379



(d) Loans and advances to customers — by geographical areas

The information concerning the breakdown of the gross amount of advances to
customers by countries or geographical areas is derived according to the location
of the counterparties after taking into account any transfer of risk. In general, such
transfer of risk takes place if the claims are guaranteed by a party in a country
which is different from that of the counterparty or if the claims are on an overseas

branch of a bank whose head office is located in another country.

Total

advances to

customers

EFBNAE

HK$ Mn

BEBERL

Hong Kong & 207,523

Mainland China HEIAH, 203,128

Other Asian Countries and Regions HitmNER kiR 27,456

Others Ht 35,669

Total B 473,776
% of total advances to customers HEPRFBENANL

Market value of collateral held against

impaired advances to customers REEPRTERRTE

Total

advances to

customers

REHREE

HK$ Mn

BEBET

Hong Kong 0 194,181

Mainland China HER 192,550

Other Asian Countries and Regions Hip B NER LR 30,146

Others Heth 37,365

Total k] 454,242

% of total advances to customers HEFRREENEDLL

Market value of collateral held against
impaired advances to customers REEPEFERRTE

RERTERAF
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(d) EFERRER -RESI R
BB RBEEARRE LN HE - RIBE
XSHFWMEL - YEEREBERE
E o —HRME - AMRRNEEESEIR
SUFREMOBARN—H R  RXEE
MEITHRRERITEIEIAIT » TKIRIT
MM BRI IR T S U FOFE L - &
RE#R AR —ERREEE S —EADR -

2017
Advances
overdue for Impaired Individual
over three  advances to impairment
months customers allowance
RAMEANL
NEFBY HERFREX MEHERE
HKS$ Mn HKS$ Mn HKS$ Mn
BEBEER BEBER BEEER
1,746 1,997 336
2,039 2,758 682
191 390 41
1 32 -
3,977 5177 1,059
1.09%
4,329
2016 Restatede B3
Advances
overdue for Impaired Individual
over three advances to impairment
months customers allowance
BEEAN L
WEFPHR RERFZR  ([ERNERE
HK$ Mn HK$ Mn HK$ Mn
BEEET BEEET BEEET
721 2,164 260
3,389 4,309 1,428
76 241 26
3 53 1
4,189 6,767 1,715
1.49%
4,948

Collective
impairment
allowance

BERNEER
HKS$ Mn
BEEET

498
1,721
68

91

2,378

Collective
impairment
allowance

ERREER
HK$ Mn
BEEET
416

1,474

80

112

2,082
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(d) Loans and advances to customers — by geographical areas (continued)
The 2016 comparative figures have been restated to conform to current period’s

Note:

presentation. To align with the segment reporting, segment People’s Republic of
China was renamed as Mainland China which does not include Macau and Taiwan
operations. Advances to customers from Macau and Taiwan operations were now
presented under segment Other Asian Countries and Regions (previously named Other

Asian Countries).

Impaired loans and advances are individually assessed loans with objective evidence
of impairment on an individual basis. The above information by countries or
geographical areas is derived according to the location of the counterparties after
taking into account any transfer of risk.

Collateral includes any tangible security that carries a fair market value and is
readily marketable. This includes (but is not limited to) cash and deposits, stocks
and bonds, mortgages over properties and charges over other fixed assets such
as plant and equipment. Where collateral values are greater than gross loans and
advances to customers, only the amount of collateral up to the gross loans and

advances is included.

(e) Loans and advances to customers — net investment in finance leases

Loans and advances to customers include net investment in equipment leased

under finance leases. The total minimum lease payments receivable under finance

leases and their present values at the year end are as follows:

2017
Present Interest
value of the income Total
minimum relating to minimum
lease future lease
payments periods payments
BEHE LR BEHEE
RRRE FEHA GEC-L
HK$ Mn HK$ Mn HKS$ Mn
B¥EEL E%EEr  BY¥EER
Amounts receivable: JEURER K
Within one year E:0 366 78 444
After one year but within five
years 1EAEZ5ER 871 234 1,105
After five years SELE 2,252 385 2,637
3,489 697 4,186
Less: Individual impairment
allowance - R EER (11)
Net investment in finance leases B2 &7 SR FRLE R 3,478

(d) EFERRBR - ZEHSE (&)

it - 2016FERI LI E FHE BIRUTE A2
#Fo = o ARAIE S SHE  FEARL
FIET 53 5B 2478 P B A R e T B 15 R PT R &
JERTE o BRPIR E/EZ BB AT
R fth 55 M B 5 K bl 75 5 (BT AR b 22 M
F)EFE o

REER KB RER L RE R EEZRT
AERIFEHER o R ERERREHD R
MER - RREXZE FHMAERLEER
BERBEE o

ER B EEFAATEERARER S
BRAERR o ELERReE(ETRR)R
EREFHR - BERES - MEZBREWE
FEAEWNGSMN RREHZIRE - MiERaEE
BREFERRBREE  AIRFARDE
ERRBREBENERRERE ©

() FFERRBR -—BERAENFER

B8
EFERRBREEAREEERAEHE
i o RIEMERERKNRERENTE
B REREWMT

2016
Present Interest

value of the income Total
minimum relating to minimum
lease future lease
payments periods payments
EHE TEERR HIEHE
B E FIEHA R
HK$ Mn HK$ Mn HK$ Mn
BEREL  A¥%BREr  B¥BETR
666 100 766
1,080 255 1,335
2,460 420 2,880
4,206 775 4,981

(17)

4,189
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
BB RME(E)

AMERENFREBVRGIERTPERRBR
ERBRRR PN - REHRAOF S WA
WHEAE ©

The net investment in finance leases is carried on the statement of financial
position as loans and advances to customers. No accrual is made for the interest
income relating to future periods.

30. AVAILABLE-FOR-SALE FINANCIAL ASSETS AIftHESREE

2017 2016
HKS Mn BEEET  HKS Mn BB EHET
Treasury bills (including Exchange Fund Bills) BEES (BEINEESRR)

(Note 48(a)) (K1:#48(a)) 27,024 18,795
Certificates of deposit held (Note 48(a)) BENERE(H248(a) 1,150 1,205
Debt securities (Note 48(a)) B R (H7148()) 88,560 86,964
Equity securities Wi EH 3,042 3,064
Investment funds REES 549 463

120,325 110,491

31. HELD-TO-MATURITY INVESTMENTS (Note 48(a)) #Z 2R E (Hf5F48(a))
2017 2016
HKS Mn BEEERT  HKS Mn BB EHET
Treasury bills (including Exchange Fund Bills) BEEH(BEINEESEER) 1,699 2,252
Certificates of deposit held RFAENFERE 1,269 818
Debt securities ERSRS 6,830 2,593
9,798 5,663
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UTHERBRHASENESE - BELA
BEAEATENNBAT - hERHBER

The following list contains only the particulars of subsidiaries which principally
affected the results, assets or liabilities of the Group. The class of shares held is

ordinary. f&tn ©
Details of these companies are as follows: ILEARNFBENAT ¢
Place of % Held by
incorporation Issued and The Bank The Group
Name of company and operation paid-up capital 817 &8 Nature of business
NEAB AfkEEEYE ERTRBERE FribtEsm  FribfEm XHME
Ample Delight Limited Hong Kong HK$75%450,000,0007T 100% Investment holding
EEER AR B REER
Bank of East Asia (Trustees) Limited ~ Hong Kong HK$75 150,000,0007T 100% Trustee
ReRITUEE)ARAR BB E7EIRT
*BEA Blue Sky Real Estate Fund L.P. Cayman Islands NIL 50.5% Acting as a limited
REHE partner for the
purpose of making
investment in a China
real estate fund
HEEREFEBAR
1EIR & A B i e B
&
BEA Consortium GS Investors L.P. BVI NIL 100% Acting as a limited
RBRLES partner for the
purpose of making
investment in private
equity fund
HEBREEEEAR
ERENEES
BEA Life Limited Hong Kong HK$75%500,000,0007T 100% Life insurance
REASRBERAR 5 ASRR
BEA Union Investment Management  Hong Kong HK$75%374,580,0007C 51% Asset management
Limited B BEER
ROBEREERERAR
Blue Cross (Asia-Pacific) Insurance Hong Kong HK$ % %625,000,0007T 100% Insurance
Limited AL R
E+F(BRRBERAQR
Central Town Limited Hong Kong HK$AE# 27T 100% Property investment
EREEERAR AR MERE



Name of company

DRIER

Century Able Limited

EEBRAH

Chongging Liangjiang New Area
Credit Gain Finance Company
Limited

EEMLHNREE NEESNERAA

Corona Light Limited

Credit Gain Finance Company Limited
FEVBERAF

Crystal Gleaming Limited

Dragon Jade Holdings Company
Limited

East Asia Digital Information Services
(Guangdong) Limited (Note 1)

REBBBRESRB(BR)BRAR
(Hizt1)

*East Asia Holding Company, Inc.

East Asia Indonesian Holdings Limited

East Asia Qianhai Holdings Company
Limited

East Asia Securities Company Limited

REEFERAA

Innovate Holdings Limited

Place of
incorporation
and operation
AR S B
Hong Kong
EE

PRC
REARAME

BVI
RBRIES

Hong Kong
0

BVI
RBELHS

Hong Kong
BB

PRC
R ARAAE

USA.
E32

Seychelles
EER

PRC

I AR AR
Hong Kong
BB

BVI
RBRELHE

Issued and
paid-up capital
ERITRBEZRE

HK$7%929,752,8497T

US$50,000,0003% 7T

HK$75%929,752,8497C

HK$7%#%390,000,0007T

HK$75#929,752,8497T

HK$/&%1,127,510,00070

US$3,000,0005 7T

US$537T

US$100,000% T

CNY AR #180,000,0007T

(Registered but unpaid £ 7

MERER)

HK$7 8 25,000,0007T

US$ 17T (Ordinary & @A)

US$318,345,000% 7T (with

a liquidation preference of

US$1,000 per share

A ®A1,000E T 258

BEHE)

RERTERAF

% Held by
The Bank The Group

AT ]
FribREz  FiibREsE
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
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Nature of business

EHME

Investment holding
REER

Micro-finance loan
NEEK

Investment holding

REER

Money lenders

BEA

Investment holding
REER

Investment holding

REER

Servicing

AR5

Bank holding company
AT A A

Investment holding

REER

Investment holding

REER

Securities broking

Special purpose vehicle
company specially set
up for BEA's Hybrid
Tier 1 issue

RARIBRITER —RE
AMKILZFEE D
HETAAT



220

The Bank of East Asia, Limited | Annual Report 2017

% Held by

Place of
incorporation Issued and
Name of company and operation paid-up capital 817
DNEAE AfkEEEYE ERTRBERE Pk RS
Shanghai Lingxie Business Consulting  PRC CNY A #180,000,0007T
Co., Ltd. FEE AR HAFE
Shenzhen Credit Gain Finance PRC CNY AR #300,000,0007T 100%
Company Limited (Note 1) FEE AR IR
AYTTEENEERERRE
(Hat1)
Skyray Holdings Limited BVI HK$ /% 450,000,0007T 100%
RERLEHS
Speedfull Limited BVI HK$75%450,000,0007T
RERELHS
The Bank of East Asia (China) Limited PRC CNYAR#12,160,000,0007T 100%
(Note 1) REEARAMNE
RERIT(RED)ERR B (Hat1)
*  Companies audited by auditors other than KPMG are with net assets and total income *

constituting approximately 0.7% and 0.3% respectively of the related consolidated totals.

The Bank The Group

£B Nature of business

FriafER EBME

100% Business information
consulting, corporate
management
consulting

EBEMER  BEE
BE#

Micro-finance loan
INEER

Investment holding

REER

100% Investment holding
REER

Banking and related
financial services

RITREBO SRS

BB S N EB T ERAEFEENE
R AR B EF R RIMABES S
1R & #8REA0.7 % 52 0.3% °

15— RIEH EA RAFIEZ P2 £ BHE
BINELH ©

Notes: Btz -
1. Represents a wholly foreign owned enterprise registered under the PRC laws. 7.
2. The above subsidiaries have no non-controlling interests material to the Group except for 2.

Innovate Holdings Limited.

B Innovate Holdings Limiteds) ~ X _F [1/&
R A2 I s Y R E T EAX -



The following table lists out the information relating to Innovate Holdings Limited,
the only subsidiary of the group which has a material non-controlling interest
("NCI"). The summarised financial information presented below represents the
amounts before any inter-company elimination.

Non-current assets

Net assets

Carrying amount of NCI
Revenue

Profit for the year

Total comprehensive income
Profit allocated to NCI

Dividend paid or payable to NCI

FRBEE

HEE

TR M 2 R B

WA

FEER

EEREER

DT IR B 2 R
BB TR R RS

Details on the accounting treatment of the above NCI are set out in Notes 19(c)

and 44.

Share of net assets

Goodwill

Less: Impairment allowances

[EIFEE
AE

B OREER

There was no loans to associates included under placements with and advances to
banks and other financial institutions (2016: HK$233 million).

The following list contains only the particulars of principal associates. None are
considered individually material to the Group:
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TRINEAREB AN —F BRI
2 KA A% * Innovate Holdings Limited ©
AR 2 A F 78 B R AR AR R S A S 2 RS
RIHELH °

2017 2016
HKS Mn BEEERT  HKSMn BEEHET
2,487 2,469
2,487 2,469
2,487 2,469
211 211

A EIFmp SR @A R AZFBE
FEFIFE19(0) )R 44 MF1IH,

2017 2016

HKS Mn B¥EET  HKS Mn B AET
8,539 5,636

890 375

9,429 6,011

9,429 6,011

EREREERTREMSREBNT IR
THMA DT ERAE(20164F © jB#2.33

BT) °

TSR BEAEENTERERF © M
EfEEHARBELEEEATE ¢

% of ordinary shares & it

held by

Place of incorporation The Bank
Name of company and operation $R1T
NEIEE A R St B Frit R s
Listed i
AFFIN Holdings Berhad Malaysia 23.52%
(Note 1) (F1zt1) SR

The Group
£E Nature of business
FribfEsR ¥BHE

Investment holding

REER
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Name of company

NEEW

Unlisted 3 £

Briliance — BEA Auto Finance Co., Ltd.
ERRDAESAARAR

Dolford Property Holdings Limited

East Asia Qianhai Securities Company
Limited
RGAIEERARRE

Guotong Trust Co., Ltd (Note 2)
Bl EEEREER R (Hit2)

Industrial and Commercial Bank of China
(Canada)
FETHERIT(NER)ERAF

Industrial and Commercial Bank of China
(USA) N.A.
H B TR (ZER)

Million Fortune Development (Shenzhen)
Co., Ltd.
EREBEZERINEBRAR

PRASAC Microfinance Institution Limited

PT. Bank Resona Perdania

Shanghai Ctrip Financial Information
Services Co. Ltd.

EEEReRESREERAT]

Place of incorporation
and operation

AR &R

PRC
REARANE

BVI
RERZES
PRC

R AREFE

PRC
REARAME

Canada

MEX

USA.
EE

PRC
REARAME

Cambodia

RHE

Indonesia

€le

PRC
R ARLME

% of ordinary sharesZ &

held by

The Bank The Group
HAT £E
kRS Pk RS
22.5%
30%

49%

19.99%

20%
20%
25%

21%
30%
12%

Nature of business

EHME

Auto finance and other related
financial businesses

NEEFRRAMEBERES

Investment holding

REER

Investment holding
REER

Trust and other financial
businesses

ERENEMEREE

Banking services

RITIRTS

Banking services

RITIRTS

Property development

MEER

Financial services

& EARTS

Banking and related financial
services

R1TMA S B AR

Financial services

L RIRT



Notes:

1. Following the reorganization of AFFIN Group in 2017, AFFIN Holdings Berhad (“AFFIN
Holdings”) completed the distribution of all its shares in AFFIN Bank Berhad (“AFFIN
Bank”) to its shareholders on the basis of 1 ordinary share in AFFIN Bank for each
ordinary share in AFFIN Holdings on 30th January, 2018. AFFIN Bank was listed on
Bursa Malaysia on 2nd February, 2018, in place of AFFIN Holdings.

2. Previously known as “Founder BEA Trust Company Limited”.

Aggregate information of associates that are not

individually material ERITEREE AR 2 BRER
Aggregate carrying amount of individually immaterial {ERITNE A & A B ELRA WS HRE L
associates in the consolidated financial statements BANEREE

Aggregate amounts of the Group's share of those

associates’ AEELZEHE AR BMEE
Profit from continuing operations REREREET
Post-tax profit or loss from discontinued operations ~ JRE 212 1F %58 2 BrFi &R FIsE 1B
Other comprehensive income Hfth 2 H =
Total comprehensive income 2EM B

Reconciliation of carrying amounts to the Group's

total interest in the associates IRE B SRS BN A R R H AR
Carrying amount of material associates EpN: NG

Carrying amount of individually immaterial associates &5/~ EAHE & A 7] 2 BREE

Interest in associates in the consolidated financial

statements TR G B TS R R & A Al i

Goodwill and intangible assets include goodwill arising on business combinations
and acquired intangible assets. Acquired intangible assets are amortised over their
estimated economic useful life.

m}&?;

Goodwill B
Acquired intangible assets BARVEE
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Hiat

1. k& EAFFIN % B 9 Z 4 + AFFIN Holdings
Berhad B 7E20184F 1 430 A 256 LA —#f —#9
BB - AR R R % ] 202 BIAFFIN Bank
Berhadfig 5= ° AFFIN Bank Berhadix20184%F
2H2 B 5 RABREL ZATHENE - B
AFFIN Holdings Berhad#_F iiritfi

2. FifE[HEREEEARAA

2017 2016
HKS Mn BEEERT  HKS Mn BB EET

9,429 6,011
388 431
485 (79)
873 352

9,429 6,011

9,429 6,011

BEREVEEREREBAHELNDE
REABRVAE - BABREEREMGFE
I RS o

2017 2016

HKS Mn BEEERT  HK$ Mn BEEHET
1,474 1,474

485 1,165

1,959 2,639
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(a) Goodwill (a) BE

2017 2016

HK$ Mn B HET  HKSMn BB EETL

At 1st January M1ATH 1,474 2,685

Audit adjustment EHE - (6)

Exercise option 1T ERRE - @)

Reversal due to disposal & - (33)

Transfer to asset classified as assets held for sale BESBEAREELEEE

(Note 56) (Biat56) - (1.149)

Exchange adjustments BEE 5 B - (16)

At 31st December R12A31A8 1,474 1,474
Note:  HK$1,149 million was transferred to assets held for sale in 2016 (see Note 56). Wit H2016%F @ BRIFEIEHEEEN T

B 1.49(8T (R HT3E56)
Impairment tests for cash-generating units containing goodwill BERENReEEBEM 2 REH

Goodwill is allocated to the Group’s cash-generating units (CGU) identified REFREBH SO EEEFANENRS

according to business segments as follows: HEEMIT ¢
2017 2016
HKS Mn B¥EET  HKSMn BEEET
Personal banking B ASRTT 849 849
Corporate banking RERTT 453 453
Treasury markets it 158 158
Others Hity 14 14
1,474 1,474

RedESMMAIKESERBREEREE
FHE C FERRREEEERENSFEY
BEANRSRIEG o BESFHMNEI

The recoverable amount of the CGU is determined based on value-in-use
calculations. These calculations use cash flow projections based on financial
budgets approved by management covering a five-year period. Cash flows beyond
the five-year period are extrapolated using the estimated rates stated below. The SR T B A ET A R AEHEET R KA
growth rate does not exceed the long-term average growth rate for the business in BRZReFEEENUMEEEBNRATH
which the CGU operates. HRFK o

BREEFERBENITINEA8.6% (2016
F:7.6%)REHHEERA1.9%(20164F :
1.9%—5.8%) °

The discount rate used for value-in-use calculations is 8.6% (2016: 7.6%) and the
long-term growth rate is 1.9% (2016: 1.9%-5.8%).

ERERBAERE LA MG HRIAEE
BERA © IR INEFIEREER
ERFERE B ©

Management determined the budgeted net profit based on past performance and
its expectation for market development. The weighted average growth rates used
are consistent with the internal forecasts.



(b) Intangible assets (other than goodwiill)
Intangible assets consist of building naming rights only. Intangible assets are stated
at cost less accumulated amortisation and impairment loss (Note 2(k)(iv)).

Amortisation of intangible assets with finite useful lives is charged to the income
statement over the assets’ estimated useful lives. The following intangible assets
with finite useful lives are amortised from the date they are available to use and
their estimated useful lives are as follows:

Naming rights: Over the shorter of the lease period of building or land

Both the period and method of amortisation are reviewed annually.

Cost DN

At 1st January M1A1H
Exchange adjustments M 5, SR

At 31st December M12A318
Accumulated amortisation AT

At 1st January ®1A1H
Amortisation charge for the year (Note 13) FENEH(HE13)
At 31st December M12A318
Impairment allowance RIEEE

At 1st January R1A1H

Charge for the year * FEAZHE

At 31st December R12A31H
Carrying amount at 31st December M2A31BEREE

*  Being impairment loss made on the naming rights of a building partially owned and
occupied by BEA China in the Mainland which reflected the diminution in value following
a recent change in government policy regulating advertising billboards.
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(b) B A E (BRI
EBRAEARERENGEE BT AE
PR AL B T 8 R 8 4R SR 5 A
2(k)(iv))

BRE R AN ST EERLA A AER
Wk A - UTAREN BHMNETE
B AR AR A T e bt rT A A S
mRERZEYR TR ERENEEH
SEEMNERRIEHETTX

2017 2016
HKS Mn BEEEBRT  HK$ Mn BEEHET

1,402 1,403
2 (1)
1,404 1,402
(237) (205)
(32) (32)
(269) (237)
(650) -
(650) -
485 1,165

* o ZBERA LR R — B R B A A
DEE B REFEHRREFIAE By
EROBEFNBITRIBTEEEEEES
BRI T e
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2017
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
B - %
RENE ik & Nt Fot
HKS Mn HK$ Mn HKS$ Mn HKS$ Mn HK$ Mn
BYRER BYERET BERER BERER BYERET
Cost or valuation FASKEE
At 1st January, 2017 R2017€1 818 4,467 7,961 4,871 12,832 17,299
Additions ®E - 4 405 409 409
Revaluation surplus Bfh B 522 - - - 522
Transfer from bank premises to
investment properties BB AR A 17 (117) - (117) -

Revaluation surplus on bank
premises transferred to investment  {Tit EfEBHEA

properties (Note 43(b)) REME(Het43(b) - 44 - 4 44
Less: Elimination of accumulated
depreciation on revalued W ERTTHEE R
bank premises ZEtE - (8) - ® ()]
Transfer to asset classified as assets BENHARAE
held for sale HEAE - - (34) (34) (34)
Redlassification Eiipaxs] - (6) 6 - -
Disposals HE - (29) (242) (271) 271)
Exchange adjustments i 5 3% 1 344 143 487 488
At 31st December, 2017 #2017812A318 5,107 8,193 5,149 13,342 18,449
Accumulated depreciation and
amortisation ZEHTEREH
At 1st January, 2017 R2017E1R18 - 1,660 3,649 5,309 5,309
Charge for the year ERENXH - 157 309 466 466

Elimination of accumulated
depreciation on revalued bank IR E A

premises e - (8) - (8) (8
Transfer to asset classified as assets BEHERIAE
held for sale HEAE - - (25) (25) (25)
Reclassification Eipax] - U] 1 - -
Written off on disposal R A - (9 (213) (222) (222)
Exchange adjustments B 52 - 75 104 179 179
At 31st December, 2017 R2017F12A318 - 1,874 3,825 5,699 5,699
Net book value at REFE
31st December, 2017 #2017%12A318 5,107 6,319 1,324 7,643 12,750
The gross amounts of the above assets
are stated: LAENBBEYTRET :
At cost kAR - 7414 5,149 12,563 12,563
At Directors' valuation REZMHE
- 1989 —1989F - 779 - 779 779
At professional valuation REE(LE
-2017 —20174 5,107 - - - 5,107
5,107 8,193 5,149 13,342 18,449
Note:  HK$9 million was transferred to assets held for sale (see Note 56). s . B R A A & B 55900

BT (LHIEE56) °
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2016
Furniture,
Investment Bank fixtures and
properties premises equipment Sub-total Total
‘ B 215 ‘
REMZ 7it B Nt s
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BEBET BEEET BEEET BEEET BEEET
Cost or valuation ARk fEE
At 1st January, 2016 7201641818 4,891 8,703 5,093 13,79 18,687
Additions ®E - 7 441 448 448
Revaluation surplus EHBH 63 - - - 63
Transfer from investment properties
to bank premises BIREMEE AT (148) 148 - 148 -
Transfer from bank premises to
investment properties RITHE AR E ME 210 (210) = (210) =

Revaluation surplus on bank
premises transferred to investment  TI EFRHEARENE

properties (Note 43(b)) (HiiF43b)) - 141 - 141 141
Less: Elimination of accumulated
depreciation on revalued B ESRTTH E R A
bank premises ZEE - (14) - (14) (14)
Transfer to asset classified as assets BENEARAE
held for sale HEEE 22) (77) (278) (355) 377)
Reclassification Etinx] = 17 (17) = =
Disposals HE (480) (440) (236) (676) (1,156)
Exchange adjustments IS (47) (314) (132) (446) (493)
At 31st December, 2016 R2016512A318 4,467 7,961 4,871 12,832 17,299
Accumulated depreciation and
amortisation ZEHTE R
At 1st January, 2016 R2016F1A1H - 1,613 3,777 5,390 5,390
Charge for the year FENZH - 164 336 500 500
Elimination of accumulated
depreciation on revalued bank EHTH SR
premises 2itheE - (14) - (14) (14)
Transfer to asset classified as assets BENEARAE
held for sale HEEE - @) (151) (158) (158)
Reclassification ES x| = 15 (15) = =
Written off on disposal k=t 67 - (48) (201) (249) (249)
Exchange adjustments S - (63) (97) (160) (160)
At 31st December, 2016 R20165F12831H - 1,660 3,649 5,309 5,309
Net book value at EEFE
31st December, 2016 12016512 A31H 4,467 6,301 1,222 7,523 11,990
The gross amounts of the above assets
are stated: B EMBESIRAT
At cost N - 7,182 4,871 12,053 12,053
At Directors' valuation REEME
- 1989 — 19894 - 779 - 779 779
At professional valuation REXLE
-2016 —2016%F 4,467 - - - 4,467
4,467 7,961 4,871 12,832 17,299
Note:  HK$219 million was transferred to assets held for sale (see Note 56). Bl - B A N E AR S N2 19

BT (RH1EE56) °
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Fair value measurement of properties

(i) Fair value hierarchy

The following table presents the fair value of the Group’s properties
measured at the end of the reporting period on a recurring basis, categorised
into the three-level fair value hierarchy as defined in HKFRS 13, Fair value
measurement. The level into which a fair value measurement is classified is
determined with reference to the observability and significance of the inputs

used in the valuation technique as follows:

Level 1 valuations:

Level 2 valuations:

Level 3 valuations:

Recurring fair value measurement
Investment properties
Commercial - Hong Kong
Commercial - Others

Recurring fair value measurement
Investment properties
Commercial - Hong Kong
Commercial - Others

Fair value measured using only Level 1 inputs i.e.
unadjusted quoted prices in active markets for
identical assets or liabilities at the measurement date.

Fair value measured using Level 2 inputs i.e.
observable inputs which fail to meet Level 1, and not
using significant unobservable inputs. Unobservable
inputs are inputs for which market data are not

available.

Fair value measured using significant unobservable

inputs.

ERRENATEEEE
e RES
[GE Sk
Gy

ERRENATEEER
REmx
AF-&A
BE-Hit

Fair value at

31st December,
2017
R201712A31H
ZDYEE

HKS Mn B¥EET

5,092
15

5,107

Fair value at

31st December,
2016
20165127318
ZRYER

HKS Mn BB BET

4,454
13

4,467

MELFEEZET

() ATEEIR
RE(EEHBREERE+ =R 5
EATEE|=RATEES Rz HEE
% TRIURARERBEAREZER
BEREEENEZ ATEE - 58
FE—HH/ZATEEEERRARAT
FRAMEERN2 B2 TEREMR

E-Jia

E-RMLE: EEAFEERKRA
E—R2E - RE
EREERT SR
BEXBENREH

E-RMLE: EEAFEERASE

Rz TS
E-RANAUBER2Z
- RARAEEN
FERTER B8 o 3ER]
BR2HERREAN
BEMZ B

FoRMEE: BEERTEERBE
ZHIEREIRZH

Fair value measurements as at 31st December, 2017
categorised into

20175128318 EEATEEZDH

Level 1 Level 2 Level 3
-4 ot =R
HKS Mn B¥EET HKSMn B¥BET HKSMn B%EER

- - 5,092
- - 15
- - 5,107
Fair value measurements as at 31st December, 2016
categorised into
R2016512A31RER A TEEZH B
Level 1 Level 2 Level 3
F—& I B
HKS Mn B EET  HKSMn BEEET  HKS Mn B¥EET

4,454

4,467



During the years ended 31st December, 2017 and 2016, there were no
transfers between Level 1 and Level 2, or transfers into or out of Level 3. The
Group's policy is to recognise transfers between levels of fair value hierarchy as
at the end of the reporting period in which they occur.

All of the Group's investment properties were revalued by independent valuers
as at 31st December, 2017 and 2016.

Investment properties in Hong Kong were valued at HK$5,092 million (2016:
HK$4,454 million) as at 31st December, 2017 by an independent valuer, Savills
Valuation and Professional Services Limited, Chartered Surveyors, who has
among their staff Fellows of the Hong Kong Institute of Surveyors with recent
experience in the location and category of property being valued. The valuation
has been incorporated in the financial statements as at 31st December, 2017
and it was performed on an open market value basis. Details of valuation
techniques are described below:
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BE2017FK20165F12A31HIEFE © 8
BEPNFE_LMEZHNES - TIRE
F=MHOEASEE L - AEENBKERE
RINVEBRBRRAFEESRZHBLENE
% o

M2017F k2016512 A318 * FiEAKE
MR EMFEAHB LA EGE

M2017F12A8310 » EBKREMENGHE
RE50.9218 L (20164 : JBIE44 5418
JT) ° %Z%%%Hﬂ@ﬂéfﬁ&ﬂi — SEETRIEAM
F-AFERMT  HEEAFBNEMEE
AR E (G EYEN TN RIERF R

BB o hERNUARMSEERER - I

Bt A20174€12 A31 B ZBEIER ° (HER
HAFMAT -

(i) Information about Level 3 fair value measurements (i) BEAF=FEETAFEBER

Valuation techniques Unobservable input

EEER FAERBAZE

Investment properties Income capitalisation Market rental

BEME approach R 7k
WABRZE

Capitalisation rate

Direct comparison Premium (discount) on

approach quality of the buildings
BELEE BFEZHE ()
Investment properties not under construction FEIFFEBEP AR E Y%

The fair value of investment properties is determined by adoption of the
Income Capitalisation Approach whereby the existing rental income of all
lettable units of the property are capitalised for their respective unexpired
terms of contractual tenancies whilst vacant units are assumed to be let at their
respective market rents as at the valuation date. Upon expiry of the existing
tenancies, each unit is assumed to be let at its market rent as at the valuation
date, which in turn capitalised at the market yield as expected by investors
for each type of property. Due consideration has been given to expectations
of the renewals of Government lease upon its expiry. The summation of the
capitalised value of the term income for the leased portion, the capitalised
value of the reversion income as appropriately deferred for the leased portion
and the capitalised value for the vacant portion provides the market value of
the property.

The market rentals of all lettable units are made (a) by reference to the rentals
fetched in the property and/or (b) by reference to the lettings of similar
properties in the neighbourhood. The capitalisation rate adopted is made by
reference to the yields achieved in analysed market sales transactions and
the market expectation from property investors. This expected return reflects
implicitly the quality of the investment, the expectation of the potential for
future rental growth and capital appreciation, operating costs, risk factor and
the like.

BREMENR T EERRZRARAZR
ERTE - EERBREMEE HEE
i 2 8 & WA= E 25 Bl R B 3738 49 {6 3R
BR MEBBMAIRKRNGEEDSS—
BaEmEEASET - BREREE
BEME—RAIMELITHSLRKER °
HEf BRI TR 2 BHONLRE
MIRTATARR) o MRS BEWA ZEIR
B BEEERLERED < HFERAN
ERENZEND ZEREZBNTE
HYENTISEE

ﬁﬁEﬂﬁﬁhm%ﬁ%ZuZ%U%
EhYERINES R ()2 E A
B Z BRI - %%Zhﬁ$mz
EAMmBHERS/HZE®EME
KREEHTISNER o WTRHEREE
ERMEENEER - BHRRREDE
RMEARZENES ~ EERA - AR
REREAM
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Fair value measurement of properties (continued)

(i) Information about Level 3 fair value measurements (continued)
As a supporting approach to the Income Capitalisation Approach, the
Direct Comparison Approach is also adopted as a check for the valuation.
Comparable sales transactions of similar properties in the locality are collected
and analysed each in terms of a price per square footage. The collected
comparables are then adjusted to take account of the discrepancies between
the property and comparables in terms of time, location, age, building quality
and the like.

The fair value measurement is positively correlated to the market rental and
negatively correlated to the capitalisation rate.

The movements during the period in the balance of these Level 3 fair value
measurements are as follows:

Investment properties — Commercial - Hong Kong &M% —EE &5

At 1st January R1A1H
Transfer from bank premises to
investment properties BITIEBAREE
Transfer from investment properties to
bank premises RIREYEE A ITIE
Revaluation surplus ER P
At 31st December R12A31H
Investment properties — Commercial — REME %
People’s Republic of China i AR ILFE
At 1st January M1A1H
Disposal HE
Exchange adjustments BEE 5 B
At 31st December M12H31H
Investment properties — Commercial - Others REMEF % —Eft
At 1st January M1A1H
Revaluation surplus BhBH
Transfer to asset classified EEABAREIELEEE
as assets held for sale (Note 56) (Hf7£56)
Disposal HE
Exchange adjustments BEE 5 B

At 31st December ®12A31A8

MELFEEZEE (H)

(i) AME=REEDTEEEL(E)
BRUABRESN - IMRANE B LLBORIA
REME o AT BRI M E i
EXSEHBRERDIN - UHEE—T
HREMBE o EHEZLBRERREY
ERFALBANNER © WA - fr
E B8 BTEERAMIERE o

Bt
X

ERFEERTSHSHE EEHEERER
BURREE B EARE R ©

HRZEE =R N FEEEE HREEHW

2017 2016

HKS Mn B EERT  HKS Mn BEEETT

4,454 4,330
117 210
- (148)

521 62
5,092 4,454
- 428
- (400)
- (28)

13 133

1 1
- (22)
- (80)
1 (19)

15 13



Fair value adjustment of investment properties is recognised in the line item
“valuation gains on investment properties” on the face of the consolidated income
statement.

All the gains recognised in the income statement for the year arise from the
properties held at the end of the reporting period.

The net book value of bank premises and investment properties comprises:

REWRITEMRAT | 2017 F3;/ | 231

BREMEN LD FEERAEESREREREL
[EEREMERM HTHER

FARANERRER 2B RAERKRE
HEREFEZYE °

T MR A Y E N IREVFE RS ¢

2017 2016
Investment Bank Investment Bank
properties premises properties premises
B frit REME 173k
HKS Mn BBEEL HKS Mn B¥EET  HKSMn BREST  HKSMn BBEET
Freeholds KARRE
Held outside Hong Kong EEBAINIER 15 634 13 593
Leaseholds TfE
Held in Hong Kong EEE
0n long lease (over 50 years) REBAGOEAL) 4,497 1,363 4,020 1372
On medium-term lease (10-50 years) R EIFRA)(102504F) 595 1,204 434 1315
Held outside Hong Kong EBRBIMR
On long lease (over 50 years) REBAGOEAL) - 15 - 14
On medium-term lease (10-50 years) R HEIRRA)(102504F) - 3,064 = 2,964
On short-term lease (below 10 years) RHRM0EMUT) - 39 - 43
5,107 6,319 4,467 6,301

The Group leases out investment properties under operating leases. The leases
typically run for an initial period from 1 to 10 years, with an option to renew the
leases after that date at which time all terms are renegotiated. None of the leases
includes contingent rentals.

Rental income receivable from investment properties held for use under operating
leases amounted to HK$165 million in 2017 (2016: HK$205 million). There was no
contingent rental recognised during the year 2017 (2016: Nil).

The total future minimum lease payments of bank premises and investment
properties held for use under non-cancellable operating leases are receivable as
follows:

Within one year 1EAR
After one year but within five years TFEAEESFR
After five years SE LA

SEAKEHERABRREYE - HEF
HEEHI1FE10F @ BRI BENE
HibfkRASZ - MAENLTEELAHE
% o

RERN - UEERERAALENREMEZ
FEWFR S BB H 1,658 (20164 « B
2.05{87T) ° 20176 EENAREHRLER
% (20164 : #&) °

AR HHE 2 A EE AT RIEEY
AR RRE RGBS REFEAT

2017 2016

HKS Mn E¥EET  HKSMn B ASET
152 128

164 118

316 246
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2017 2016
HK$ Mn B EERT  HKSMn BEEERT
Notes and bonds &% 133 -
Accrued interest FERTFIE 2,578 2,247
Customer liabilities under acceptances EEEFAR 18,309 25,084
21,020 27,331
Other accounts HAbHRIE 11,622 9,324
Less: Impairment allowances W OREER
— Individual —1{EA (14) (85)
— Collective —BE (2) (1)
11,606 9,238
Assets held for sale (Note 56) REEHEREMH56) 466 2,506
33,092 39,075
Movement of impairment allowances REEENEE
2017 2016
Individual Collective Individual Collective
185 2R &R i
HK$ MnB¥EET HKSMnB%EERT  HKSMn BEEET  HKSMn B¥EET
At 1st January MA1R 85 1 19 19
New provisions charged to income
statement Wk N AR 4 1 103 =
Net provisions released back to income
statement BERERNERFE (1 - 9) (13)
Amounts written off bkt (70) - (3) =
Recoveries Ek - - 1 -
Transfer to asset classified as assets BEHBAREE
held for sale HERE - - (25) (6)
Exchange and other adjustments 5 R AR @ - {) 1
At 315t December #12A318 14 2 85 1
Note:  Individual impairment allowance and collective impairment allowance for HK$25 Wizt - 7E2016%F - BAFFEIEL & K EmME
million and HK$6 million were transferred to assets held for sale in 2016 respectively BB 1E 2 e R BERE R (B E 5 B 2 B 5 5
(see Note 56). ABIE2, 5008 T FB 6004 T (2

5156) °
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(a) Current taxation in the statement of financial position represents: (a) EEEBRANAHBES !

2017 2016
HKS Mn BEEERT  HKSMn BEEHET

Provision for Hong Kong profits tax for the year AEEEBNEHLER 695 720
Provisional profits tax paid BREHFEH (664) (550)
31 170
Balance of profits tax provision relating to prior years A FE RS HEE 4 809 751
Taxation outside Hong Kong FEBBAINE 320 684
1,160 1,605
(b) Deferred tax assets and liabilities recognised (b) EEMIEEEREERR
The components of deferred tax (assets)/liabilities recognised in the consolidated BANGABRARDRERE(EE),/
statement of financial position and the movements during the year are as follows: BENAKSS RERNZ BT -
2017
Depreciation
allowances in
excess of Impairment  Revaluation of
related Revaluation of losseson  available-for-
Deferred tax arising from: depreciation properties financial assets  sale securities Tax losses Others Total
ERERREN LHEEN e
EEHERA: RERHE NEER HERX REEfR B it ]
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BEERT BEAET BEEET BERET BERET BERET BERET
At 1st January, 2017 W201751A18 218 101 (784) 7 (16) 86 (323)
Charged/(credited) to income & RA
statement 8/ (FAN) - - 250 - 1 (28) 23
(Credited)icharged to reserves  F&ER(FA) /33
(Notes 43(b) and (g)) (Hi4316)%(9) - (1) - 65 - - 64
Transfer to asset classified as ~ EZHEARBEIES
assets held for sale (Note 56)  E&E(Mi#56) - - 6 - 17 2 25
Exchange and other adjustments & 3 & £t 78% - - 1) (1) () 4 (40)
At 31st December, 2017 W2017412A318 218 100 (569) 136 - 64 (51)
Note:  HK$25 million deferred tax assets were transferred to assets held for sale (see Kzt : BERiEaFHELEREEHBEEES

Note 56). JE#E2 500 (R H17E56) °
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(b) Deferred tax assets and liabilities recognised (continued)

(b) EEHEEE RS ERR(H)

2016
Depreciation
allowances in
excess of Impairment ~ Revaluation of
relsted  Revaluation of losseson  available-for-
Deferred tax arising from: depreciation properties ~ financial assets  sale securities Tax losses Others Total
EREHTER SRAER AHHE
BEHERE: nESHE MEER REBE Frafh it it et
HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn HK$ Mn
BERET BEREL BEREL BEREL BEREL BEREL BERET
At 1st January, 2016 12016F1A1H 285 193 (270) 149 (18) 14 353
(Credited)/charged to income ~ REFA(BEA)/
statement B3 (64) (80) (549) - 8 61 (624)
Credited to reserves FAGRER
(Notes 43(b) and (g)) (Hit436)R () - (10) - 1) - - (83)
Additions through acquision ~ MBEE)IEE - - - - () - 6)
Transfer to asset dlassifiedas ~ BEHBEABHEEL
assets held for sale (Note 56) ~ EEE(H7#56) B) - 1 - (1) 10 7
Exchange and other adjustments [ 5 [ £ {38 = ) 34 (@) 1 1 30
At 31st December, 2016 120165124318 218 101 (784) 72 (16) 86 (323)
Note:  HK$10 million deferred tax assets and HK$3 million deferred tax liabilities were Mt . BEEREFHELZERFAFLHERRE
transferred to assets held for sale and liabilities held for sale respectively (see BB E R IE A RIEEF B &5 5
Note 56). BB 1,000E T REE3005 7T (£
Hiz56)
2017 2016
HKS Mn B EERT  HKSMn BEEET
Net deferred tax assets recognised on the statement
of financial position RRITEINR R IRETIE & 55 (602) (785)
Net deferred tax liabilities recognised on the
statement of financial position RN ISR R AOIEER B B 551 462
(51) (323)



(c) Deferred tax assets not recognised
The Group has not recognised deferred tax assets in respect of cumulative tax
losses of HK$338 million (2016: HK$691 million) as it is not probable that future
taxable profits against which the losses can be utilised will be available in the
relevant tax jurisdiction and entity. Under the current tax legislation, the expiry
dates of the tax losses were as follows:

REFHEIH

Expiring within 5 years

Expiring more than 5 years hF% I

No expiry date mEIEH

(a) Trading liabilities (@) RZA%AE
Exchange fund bills sold INERSRETR
Shares sold Kirz=r

(b) Other liabilities (b) EthEE
Accrued interest payable e ERFIS
Acceptance draft payable ERERRE
Other accounts HAARIA
Liabilities held for sale (Note 56) RAEHEEEH156)

RERTERAF
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() RERELBAEE
FA AT B R SR A I A B BB R B T

BHERTURN AT A MEE

REE IS

RIERBEBHEEN3.38E (20165 © %
#6.911870) RIEEHEEE © RIFIAEH

el -

2017
HKS Mn B EE T

338

338

2017
HK$ Mn B¥EET

1

1

3,187
18,309
23,873

9

45,378

ZERENIHANT ¢

2016
HKS$ Mn BB EETT

4

687

691

2016
HK$ Mn B# HE T

50

50

3,812
25,084
20,766

426

50,088
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Subordinated notes, at amortised cost with TRE SEP AN RAS AT EE S

fair value hedge adjustments BEIRNBERE
USD600 million fixed rate subordinated notes 15202047 A 16 HEIHHE S

due 16th July, 2020 (1)  6IEETEERR (1)
USD500 million fixed rate subordinated notes E2022¢5H4E 3HImE S

due 4th May, 2022 ) BETRERE )
SGD800 million fixed rate subordinated notes E2022¢9ﬂ 13AE|HHIE 2

due 13th September, 2022 3) SEFINETRERE ©)
USD500 million fixed rate subordinated notes 7£2024F11 A20B2IH0ME S

due 20th November, 2024 @) SEETERERER (4)
USD500 million fixed rate subordinated notes 152026411 A3HEIHHTE R

due 3rd November, 2026 (5) SEETREZRE (5)

The Group has not had any defaults of principal, interest or other breaches with
respect to its debt securities during the years ended 31st December, 2017 and
2016.

(1) Two tranches of loan capital of face value totalling HK$4,688 million (USD600
million) and carrying amount totalling HK$4,769 million (2016: HK$4,820
million) were issued on 16th July, 2010 (USD450 million) and on 23rd July,
2010 (USD150 million) by the Bank. These subordinated notes carrying a
coupon rate of 6.125% qualifying as Tier 2 capital are listed on the Singapore
Stock Exchange and will mature on 16th July, 2020. The notes are under fair
value hedge accounting and hedge ineffectiveness of HK$6 million loss was
recorded in 2017 (2016: HK$5 million loss).

(2) On 4th May, 2017, the Bank redeemed the HK$3,891 million (USD500 million)
6.375% subordinated notes (under the Euro Medium Term Note Programme)
which were issued on 4th November, 2011 and which qualified as Tier 2
capital.

2017 2016

HKS Mn B EERT  HKS Mn BEEETT

4,769 4,820
- 3,881

- 4,284
3,876 3,874
3,768 3,749
12,413 20,608

ﬁ§2017&2016¢12ﬂ31 HItFEARSE
EHHMET 2 EBESNAS A LI E
BHS BT ©

(1) MEEAEEEFEBLA46.8818T(6(8%
n)&ﬁéwﬁmgﬁ,ﬁmmw (2016
F L BEAB 20B T ) B EEA © 215
mATR201047 A16 R (4.5(8%T)
K#201047 A238 (1.5(83% T ) B&17
FE6.125% @ W EAZREARNIE
BRE - ZZBERHINER S ET
W 20207 B 16 B EE 2017
F - AERBRFEAEE R IEMEE
SEEMRE FE S EE R EE6008 T
(20164 : JHUES008TTHEE) ©

(2) W201745R848 » ATTEEN20114
11 A48 3578438918 (5/8%=T)
F£856.375% Iafrm% RERK &
B (RN 2 R A Rt BI21T) ©



(©)

On 13th September, 2017, the Bank redeemed the HK$4,647 million (SGD800
million) 4.25% subordinated notes (under the Euro Medium Term Note
Programme) which were issued on 13th March, 2012 (SGD600 million) and
27th April, 2012 (SGD200 million) and qualified as Tier 2 capital.

Loan capital of face value of HK$3,906 million (USD500 million) and carrying
amount of HK$3,876 million (2016: HK$3,874 million) represents 4.25%
subordinated notes (under the Euro Medium Term Note Programme)
qualifying as Tier 2 capital issued on 20th November, 2014 by the Bank. The
notes are listed on the Hong Kong Stock Exchange and will mature on 20th
November, 2024. The notes are under fair value hedge accounting and hedge
ineffectiveness of HK$2 million profit was recorded in 2017 (2016: HK$4
million loss).

Loan capital of face value of HK$3,906 million (USD500 million) and
carrying amount of HK$3,768 million (2016: HK$3,749 million) represents
4% subordinated notes (under the Euro Medium Term Note Programme)
qualifying as Tier 2 capital issued on 3rd November, 2016 by the Bank. The
notes are listed on the Hong Kong Stock Exchange and will mature on 3rd
November, 2026. The notes are under fair value hedge accounting and hedge
ineffectiveness of HK$1 million profit was recorded in 2017 (2016: HK$1
million profit).

3)
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R201749813H » A+TEE MK 2012
F3A138 (6EFHMEIT) RN20124
48278 (B3 T ) B 46.4718 T
(SEHFINKIT)EE4L.25% @ UTER
—HRARMBEZE RN A R EE
BETRIBT) ©

EEEBE39.06fET(5EET) RERE
EB138.76187T (20164 : j£1£38.74

BIT)MEEER - ZIEHATTN2014
F11A208 BITEB425% @ BFTFE
B R BRI EZE ERON R
SEATEIBIT) c ZEZENEER S
ET o 2024411 208 BIE o
20174 - ARAATFEEUAGE
M 8E15 K £E RUER 0 9 m A B #2008
7T(20164F : BHEA00ETTEIE) ©

EE{EBH39.06(8T(5EXT) RER
EB137.68(E (2016¢ #1£37.49
sarz)E’JFé.IaﬁK RIEAARTTR2016
FINMNARETFERL% @ WFER=
MAANBEZE (RN R P HE
B BIBT) - REZBEREBR S
T WiER2026F 11 A3BEIH - £
20174 - AERARQA T EEEHAEFIEM
ISR BRI R A B 100&E T
(20164 : HEE100BTTEFI) ©
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The Bank has adopted Staff Share Option Schemes whereby the Board of the Bank
may at its discretion grant to any employees, including Executive Director(s) and
Chief Executive, of the Group options to subscribe for ordinary shares of the Bank.
Except as provided otherwise in the rules of the relevant Scheme(s), share options
granted under the 2011 Scheme may be exercised beginning on the Vesting Date
and ending on the fifth anniversary of the Vesting Date. All options were granted

The Bank of East Asia, Limited | Annual Report 2017

for nil consideration.

(a) Particulars of share options:

(0

Share options granted under 2011 Scheme in years 2011 to 2016:

Vesting period
X

05/5/2011-04/5/2012
05/5/2011-04/5/2013
05/5/2011-04/5/2014
10/5/2012-09/5/2013
10/5/2012-09/5/2014
10/5/2012-09/5/2015
03/5/2013-02/5/2014
03/5/2013-02/5/2015
03/5/2013-02/5/2016
02/5/2014-01/5/2015
02/5/2014-01/5/2016
02/5/2014-01/5/2017
04/5/2015-03/5/2016
04/5/2015-03/5/2017
04/5/2015-03/5/2018
08/4/2016-07/4/2017
08/4/2016-07/4/2018
08/4/2016-07/4/2019

Share options granted under 2011 Scheme in year 2017:

Date of grant Tranche
BFEH o
05/5/2011 T1
05/5/2011 T2
05/5/2011 T3
10/5/2012 T1
10/5/2012 T2
10/5/2012 T3
03/5/2013 T1
03/5/2013 T2
03/5/2013 T3
02/5/2014 T1
02/5/2014 T2
02/5/2014 T3
04/5/2015 T
04/5/2015 T2
04/5/2015 T3
08/4/2016 T1
08/4/2016 T2
08/4/2016 T3
Date of grant Tranche
RFEH o
07/4/2017 T1
07/4/2017 T2
07/4/2017 T3

Vesting period
X

07/4/2017-06/4/2018
07/4/2017-06/4/2019
07/4/2017-06/4/2020

IR AT SHE R B o

(a) BEAEFS

FITFRMNERREGHEREEE A BB
BHRBETAEEZEAER
EXZRITBALR - IRERTLERRD -
BB ENRUNSEREN
RERBF MR TORBENTESRRS
FEERGERBENESAFL - AR

C BT

RIE20114F

(i) 2011 EF=20165FRE201 15 BIFTR

TROBME

Exercise period

76

05/5/2012-05/5/2017
05/5/2013-05/5/2018
05/5/2014-05/5/2019
10/5/2013-10/5/2018
10/5/2014-10/5/2019
10/5/2015-10/5/2020
03/5/2014-03/5/2019
03/5/2015-03/5/2020
03/5/2016-03/5/2021
02/5/2015-02/5/2020
02/5/2016-02/5/2021
02/5/2017-02/5/2022
04/5/2016-04/5/2021
04/5/2017-04/5/2022
04/5/2018-04/5/2023
08/4/2017-08/4/2022
08/4/2018-08/4/2023
08/4/2019-08/4/2024

Exercise price per share

BRATEE
HKS$E ¥ T
32.00
32.00
32.00
28.99
28.99
28.99
31.40
31.40
31.40
32.50
32.50
32.50
34.15
34.15
34.15
28.45
28.45
28.45

(i) 2017 FBE2011 5 BIPT R T HRAR

-

Exercise period

T6EH

07/4/2018-07/4/2023
07/4/2019-07/4/2024
07/4/2020-07/4/2025

Exercise price per share

BRTEE
HKSEH# T
32.25
32.25
32.25



(b) The number and weighted average exercise prices of share options

are as follows:

Outstanding at the beginning

of the year FAER
Exercised during the year FEERNTEE
Granted during the year FEERNKT
Lapsed during the year FERKM

Outstanding at the end of the year FAR##

Exercisable at the end of the year ~ FERAJH1T{E

The weighted average share price at the date of exercise for share options

exercised during the year was HK$34.72 (2016: HK$32.90).

The options outstanding at 31st December, 2017 had an exercise price from
HK$28.45 to HK$34.15 (2016: from HK$28.45 to HK$34.15) and a weighted

2017
Weighted
average
exercise price
¥
fTeE
HK$ ¥ T

31.40
30.14
32.25
32.00

31.64

31.85

average remaining contractual life of 3.91 years (2016: 4.03 years).
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(b) BITHERRENE B RMEFLHT
fEEMT :

2016
Weighted

Number average Number
of options exercise price of options
RRE T Rt
2B 1768 2 4E
Mn B8 HK$ E# T MnBE&
32 32.10 26
®3) 31.40 -
6 28.45 6
(1 = =
34 31.40 32
21 31.65 20

FEANTERREE BAMEFERER
#M34.7270 (201645 ¢ B#32.907T) ©

M2017F12A318 * MARITERBRENIT
FERB K28 45T EE 134,157 (2016
F o RBIK28A5TEBK3415T) 0 K&
Flts A M FEH 2 EFH8053.914(2016
1 403%)
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(c) Fair value of share options and assumptions

The fair value of services received in return for share options granted is measured
by reference to the fair value of share options granted. The estimate of the fair
value of the share options granted is measured based on a trinomial lattice model.
The contractual life of the option is used as an input into this model.

Fair value at measurement date R 2B ATEE
—~Tranche 1 —#a1
— Tranche 2 —#H2
—Tranche 3 —#H3

Share price iR (8

Exercise price 178

Expected volatility (expressed as weighted average

volatility used in the modelling under trinomial R IE (A=A B EE

lattice model) RER A B I F R iR)
Option life RIRREFH

—Tranche 1 —#o1

— Tranche 2 —#H2

—Tranche 3 —#53
Expected dividends RS

Risk-free interest rate (based on Exchange

Fund Notes) ERRANR(REINEESRR)
The expected volatility is based on the historic volatility (calculated based on the
weighted average remaining life of the share options), adjusted for any expected
changes to future volatility based on publicly available information. Expected
dividends are based on historical dividends. Changes in the subjective input
assumptions could materially affect the fair value estimate.

Share options were granted under a service condition. This condition has not
been taken into account in the grant date fair value measurement of the services
received. There were no market conditions associated with the share option grants.

(0 RBRENAFEERRERR

BE R AT RN AP EERETR
RENATFEEE - BT RBAEZ G52
FEERSAXSET AR - RREHD
WEB AR ERANSY -

2017 2016
HK$B¥4.46 T HK$B#7 74T
HK$#%4.657T HK$/&18.047T
HK$E#4.77 T HK$&#8.237C

HK$E#31.957T HK$/5#28.007C
HK$8#32.257T HK$/#128.457T
18.76% 38.48%

6 yearsF 6 yearstF

7 yearstE 7 yearstF

8 yearsf 8 yearstF

3.13%-3.29% 4.54%-4.80%

1.22% 0.85%

FEFHRIE AR IBE 2 K 18 (ARARE B ANt
FIRFYTE) - BAZAARMENENY
BRIORBOTRTEE) - HARELBEN
BB - TRBARRNEHAILEATER
FEERbE

REENE TAN G RBIGME o KRB E
HIXRAAFTERE T A ESRBEO R FE
B - ETRBEENSERLERER
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2017 2016
No. of shares No. of shares
RAHE KiAgE
MnBEE HKS MnEREET MnEE  HKS Mn BRAET
Ordinary shares, issued and fully paid: BETRARERK :
At st January RA1E 2,703 35,490 2,641 33,815
Shares issued under Staff Share Option
Schemes REESRRGEETORG 3 93 = 1
Transfer of the fair value of options from
capital reserve - share options issued ~ RBREMATFEEEREARHE
(Note 43(f) —BRETAREW H430) - 17 - !
Shares issued in lieu of dividend MRS B THIR 59 1,927 62 1,663
At 31st December 12A318 2,765 37,521 2,703 35,490

Pursuant to the approved Staff Share Option Schemes (the “Schemes”), options to

purchase ordinary shares in the Bank were granted to eligible employees. Except

as provided otherwise in the rules of the relevant Scheme(s), share options granted

under 2011 Scheme will be exercisable on the Vesting Date and ending on the

fifth anniversary of the Vesting Date.

Shares issued under Staff Share Option Schemes

During the year, options were exercised to subscribe for 3 million ordinary shares in

the Bank at a consideration of HK$93 million which was credited to share capital

account. HK$17 million has been transferred from the capital reserve to the share

capital account in accordance with policy set out in Note 2(q)(iv).

BI—REARTA
6.50fB XA HIH ERTER

Additional Tier 1 Capital Securities

USD650 million undated non-cumulative

subordinated capital securities (1) BEARES
USD500 million undated non-cumulative SEETEERAERRERE
subordinated capital securities ) BRES

REE kR BRI 2 ([513 ) -
RIRRER T A% 1E B ARBATH BRI
7 > BRERBTENRUSERESN @ RIR
201 1& BRI BIFAER T AR RO 1T (250
RANRERE R FREEERNFESAFL -

RifESFRE BRTHRS
EER - BAERKREARBATEAR
3004 2 (B AEE9,3008 T - YEF
AR © B R BRI E2AQVAR - B
H A A G DB 1, T00B T ER AR ©

2017 2016
HKS Mn BEEERT  HKSMn BEEHET
5,016 5,016
3,878 =
8,894 5,016
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Q)

On 2nd December, 2015, the Bank issued undated non-cumulative
subordinated capital securities with a face value of US$650 million (equivalent
to HK$5,016 million net of related issuance costs). The Additional Tier 1
Capital Securities are undated and bear a 5.50% coupon until the first call
date on 2nd December, 2020. The coupon will be reset every five years if the
Additional Tier 1 Capital Securities are not redeemed to a fixed rate equivalent
to the then-prevailing five-year US Treasury rate plus 3.834% per annum. The
coupon payments may be cancelled at the sole discretion of the Bank. The
Additional Tier 1 Capital Securities will be written down if a non-viability event
occurs and is continuing. They rank higher than ordinary shares in the event of
a winding-up.

The first scheduled coupon payment date was 2nd June, 2016 and the coupon
shall be payable semi-annually. The Bank has the right to cancel coupon
payment (subject to the requirement as set out in the terms and conditions
of the Additional Tier 1 Capital Securities) and the coupon cancelled shall not
be cumulative. However, the Bank is stopped from declaring dividend to its
ordinary shareholders unless the next scheduled coupon payment is paid.

The principal of the Additional Tier 1 Capital Securities will be written off up
to the amount as directed or agreed with the HKMA if the HKMA notifies the
Bank that in the opinion of the HKMA, the Bank would become non-viable if
there is no written off of the principal.

The Bank has a call option to redeem all the outstanding capital securities from
2nd December, 2020 or any subsequent coupon payment date, but subject to
restriction as set out in the terms and conditions.

On 18th May, 2017, the Bank issued undated non-cumulative subordinated
capital securities with a face value of US$500 million (equivalent to HK$3,878
million net of related issuance costs). The Additional Tier 1 Capital Securities
are undated and bear a 5.625% coupon until the first call date on 18th May,
2022. The coupon will be reset every five years if the Additional Tier 1 Capital
Securities are not redeemed to a fixed rate equivalent to the then-prevailing
five-year US Treasury rate plus 3.682% per annum. The coupon payments may
be cancelled at the sole discretion of the Bank. The Additional Tier 1 Capital
Securities will be written down if a non-viability event occurs and is continuing.
They rank higher than ordinary shares in the event of a winding-up.

The first scheduled coupon payment date was 18th November, 2017 and
the coupon shall be payable semi-annually. The Bank has the right to cancel
coupon payment (subject to the requirement as set out in the terms and
conditions of the Additional Tier 1 Capital Securities) and the coupon cancelled
shall not be cumulative. However, the Bank is stopped from declaring dividend
to its ordinary shareholders unless the next scheduled coupon payment is paid.

Q)

201512 A2H @ R1TEITHEIEG.5
BET(NBABREITRERE S @A
50.16/87T) S R JERTEREE AT
Al —REARTER| - ZBIN—RE
AT AREDHA RMH5.50%8%
EXE2020F12A28/M%F —xER °
BRI —MEART AL FRBSENE
R FHEBEES SR MNFE83.834%
ZEENEER  SXHEGERERF
EFETE - AMTAUBTRERSEIEX
NHAME o HR -—BEELEEMHLH
BRE - 2RI RERT ARG S B
o MBI MEARTAERLRRE
L EBREELRE o

E—REEMNBXZNNBR201656 A2
H > MASEREFFIN - KITHERE
BUE X H 8 (B EZ RN —REART
BEIEH 2 R RAMBIATRIR) R E U
ZHMBRNAIRIER o BRI TIREEF
BEEXN  ATRELEMIREKE
TEBBRACR ©

e E RBAAITI R BT
A BEEEERE  ZBIRER
TAZA2RGRELSERHHERNK
BXEESTHE °

2020412 A2 B BRI IS S
B - ATAITREEARABEMAR
FHEATA  BERBINHZEHRR
HRIFTIR o

R2017€5 8188 @ ANFTB{THEES
BET(NBRABBITRANESEBE
38.78(8 ) WA A LE R EE AR
TA[EIN—MEARTA] o ZEH—
MERTAERET A RK%5625%
Bk HZE2022E5818BME—R
WE R o ZBEIN—REART B IEIZ
HERERATFHERESREXRMFE S
3.682% 2 EEFEER » BRESIR
BRFEHET °c MIATBAITTRERSR
HUESNFIE o IR —BE ALY S
HABSIFE  ZEIN—REARTEE
SWMSE o ZEII—PEAT AERSE
BREGRL T RREELE

E-RBENEXNHER2017511 A
188 » MABHRIZEFEXMN - A1TH
BEBUE S I8 (BARZBEIN—RER
TABSIHEHZ G ABIFTARR) RE
HZ SRR RIEH) ° RIFENRIEE
MEBLEXN » ATRELEMIRER
BTEBRRR
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The principal of the Additional Tier 1 Capital Securities will be written off up
to the amount as directed or agreed with the HKMA if the HKMA notifies the
Bank that in the opinion of the HKMA, the Bank would become non-viable if
there is no written off of the principal.

The Bank has a call option to redeem all the outstanding capital securities

from 18th May, 2022 or any subsequent coupon payment date, but subject to

restriction as set out in the terms and conditions.

General reserve

At 1st January

Transferred from property revaluation

reserve on disposals

Transfer from retained profits

At 31st December

Revaluation reserve on bank premises

At 1st January

Recognition of deferred tax assets

(Note 37(b))

Transferred to general reserve on

disposals

Revaluation surplus on bank premises
transferred to investment properties

At 31st December

Statutory reserves

At 1st January

Transfer (to)/from retained profits

At 31st December

Capital reserve

At 1st January

Transfer from retained profits

At 31st December

Exchange revaluation reserve

At 1st January

Exchange adjustments

At 31st December

(a) —MRE

MA1R

HERERNE
EXRT

RERERT

#W12A31H

T EfhEE

R1ATH

BETHIREE
(Hiz237))

HEEBA—RER
THEHRHEA
Ve

W2A318

EERE

MA1R
(BA)/BEBTRH
#W12A31H

BN
AR
Bagmar

#W12A318

EHE bR
RA1R
EHBE

#®12A31H

The Group £
2017 2016
HKS Mn BEEERT  HKSMn BEEET
14,035 13,953
16 62
9 20
14,060 14,035
1,728 1,639
1 10
(16) (62)
44 141
1,757 1,728
5,199 4710
(308) 489
4,891 5,199
230 230
230 230
(2,275) (162)
2,762 2,113)
487 (2,275)
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e E BB AATT IR AT AT M

e EEERLE

HEBIN—RER

TAZASHRERELSERBEEKNK

BREESTHE

F120224 58 18 A AR sk LAf& (AT A8 52
B AITATEBARABRAAR
FHEATA  BAREINHZERR

HRIFTIRR ©

The Bank $47

2017

2016

HKS Mn BEEET  HKSMn BEEET

13,444

16

13,460

1,739

(16)

22

1,746

(64)
191

127

13,441

13,444

1,591

141

1,739
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
BB EmRME(E)

43. RESERVES (CONTINUED) {5 ()

The Group %8
2017 2016
HKS Mn B EBT  HKS Mn B EET

The Bank 7

2017

2016

HKS Mn B EET  HKS Mn BB EET

(f) Capital reserve - staff share options ~~ (f) EAEE-E%{TEE
issued RIRHE
At 1st January MA1B 124 90 124 20
Transfer of the fair value of options to RIEATEERA
share capital (Note 41) B (frzt41) (17) (1) () (1)
Forfeited options transferred to B HAREEA
retained profits Braf (6] - @) =
Additions 1 36 35 36 35
At 31st December M2A318 135 124 135 124
(9) Investment revaluation reserve (q) BESMHEREE
At 1st January RA1R 1,359 1,383 1,260 921
Changes in fair value of securities BHHATEEZE 1,491 12 842 370
Reversal upon disposal (Note 15) W ERER (fi215) (1,320) (136) (870) (28)
Recognition of deferred tax assets/ BREEHEEE,/
(labilties) (Note 37(b) (BB HE37b) (65) 73 (103) 1
Impairment loss and amortisation VeIt -EE i - 27 @) )
At 31st December R12A318 1,465 1,359 1,126 1,260
() Other reserves (h) Efufits
At 1st January MA1R 9% (44) - =
Purchase of interests in businesses
from non-controlling interests MHERE SR EE
investors BABZEER - ©) - -
Share of changes in equity of JE(RB A A RIERR)
associates g3 (54) 147 - -
At 31st December 12A318 40 9% - -




The Group £

2017
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The Bank 47
2016 2017 2016

HKS Mn B%EET  HKSMnEEEET HKSMn B¥EERT  HKSMn BREET

() Retained profits () BEaf
At 1st January MA1R 22,447
Net profit for the year EENER 9,347
Transfer to general reserve BA—REE 9
Transfer fromy(to) statutory reserve e/ (BA)ETRE 308

Premium paid for partial bought back/

redemption of Hybrid Tier 1 capital EEE/ BEHNEA—

instruments BATHZGE -
Forfeited options transferred to B RREE A
retained profits el 8
Dividends (Note 19) REHEE19)
~ Interim dividend —FHRE (1,854)
~ Second interim dividend in - LEEEZR
respect of prior year RERS (757)
~ Hybrid Tier 1 capital instruments —RA—RAARIE (211)
- Additional Tier 1 capital
instruments — B RERTA (389)
At 31st December M2A318 28,890
() Total reserves () FiEEE 51,955

General reserve was set up from the transfer of retained earnings and the realised
revaluation surplus on disposal of properties.

Revaluation reserve on bank premises and exchange revaluation reserve have been
set up and are dealt with in accordance with the accounting policies adopted for
the revaluation of bank premises and foreign currency translation.

Statutory reserves are set up to satisfy the statutory requirements of certain
overseas subsidiaries and associates mainly for the purpose of covering unidentified
potential losses on risk assets in addition to those recognised under the prevailing
accounting requirements in their jurisdictions.

Capital reserve represents the capitalisation of subsidiaries’ and associates’ reserves.

Capital reserve — staff share options issued comprises the fair value of the actual
or estimated number of unexercised share options granted to employees of the
Bank recognised in accordance with the accounting policy adopted for share based
payment in Note 2(q)(iv).

Investment revaluation reserve comprises the cumulative net change in the fair
value of available-for-sale securities held until the securities are derecognised and is
dealt with in accordance with the accounting policies in Notes 2(f) and (k).

Other reserves represent share of changes in equity of associates in respect of
investment revaluation reserve and revaluation reserve of bank premises.

21,799 10,838 8,334
3,723 9,381 4,853
(20) - =
(489) - =
(6) - =
_ 3 _
(751) (1,854) (751)
(1,320) (757) (1,320)
211) - =
(278) (389) (278)
22,447 17,227 10,838
42,941 33,821 27,341

—REFENREY - BEREEFREMNREE
MERNEERE[ELR ©

TItRELBHFEENELREERSRESE
BT FISNE S H AT R AR & SR ©

AERBERERRSE T /BN E QR R
EBRAEEER  TERERRRENR
TEFERTEERMBRINRERREE
BRI B 2 ATREIRLK o

ENREHEMBARREERRMENER
{LE&TT °

BAGE (B R1TEERRE) BIERIBEE K
#N78 BRRTRE2(Q)(v) T UA R D RERRE S S
& RRERR TATRB 2B fhst
ATERBEHE A FEE -

RESHRFEEEFAIHRLERSEER
FRE RN RA AT EERZDFE - F
BB IE B R ETHUR E REE B RE2()A(K)

HitREREREHE A RgD c RESM
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A regulatory reserve is maintained to satisfy the provisions of the Banking
Ordinance for prudential supervision purposes by earmarking amounts in respect of
losses which the Bank will or may incur on loans and advances and investments in
addition to impairment losses recognised. Movements in the reserve are earmarked
directly through retained earnings and in consultation with the HKMA. As at 31st
December, 2017, HK$4,062 million (2016: HK$4,372 million) was included in the
retained profits in this respect which was distributable to equity holders of the
Group subject to consultation with the HKMA.

At 31st December, 2017 the aggregate amount of reserves available for
distribution to equity holders of the Bank was HK$24,928 million (2016:
HK$18,608 million). After the end of the reporting period the directors declared a
second interim dividend of HK$0.60 per ordinary share (2016: HK$0.28 per share),
amounting to HK$1,659 million (2016: HK$757 million). The dividend has not
been recognised as a liability at the end of the reporting period.

At 1st January R1A1H
— final dividend in respect of previous year — EFERABRE
— interim dividend in respect of current year —AEERHRE
— partial redemption of Hybrid Tier 1 capital
instruments —EREESRE—REARTA

Purchase of interests in businesses from
non-controlling interests investors

Decrease in non-controlling interests arising from
capital reduction of a subsidiary

Change of ownership in subsidiaries
Other comprehensive income

Profit for the year

At 31st December

The non-controlling interests include HK$2,487 million (2016: HK$2,469 million)

of Hybrid Tier 1 capital instruments.
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The Hybrid Tier 1 capital instruments comprising step-up subordinated notes
(“Notes”) of face value HK$2,487 million (USD318 million) and carrying
amount of HK$2,728 million at bank level (2016: face value HK$2,469 million
(USD318 million)) and carrying amount of HK$2,799 million at bank level) and
non-cumulative preference shares (“Innovate Preference Shares”) of HK$2,487
million (USD318 million) (2016: HK$2,469 million (USD318 million)) were issued
respectively by the Bank and by Innovate Holdings Limited, a wholly owned
subsidiary of the Bank, on 5th November, 2009. The Notes bear a fixed interest
rate of 8.5% per annum and will mature on 5th November, 2059. The Innovate
Preference Shares are perpetual securities on which no dividend is payable. The
Notes and the Innovate Preference Shares are listed, and traded together as
units, on the Singapore Stock Exchange. The Hybrid Tier 1 capital instruments are
qualified as Additional Tier 1 capital of the Bank and the Group. In the consolidated
financial statements, the Notes are eliminated and the Innovate Preference Shares
are classified as non-controlling interests.

In 2016, the Bank bought back HK$45 million Hybrid Tier 1 capital instruments
which are classified as non-controlling interests in the consolidated financial
statements. The purchase premium of HK$6 million paid in excess of the carrying
amount of the non-controlling interests acquired was charged to retained profits.

This section presents information on the Group’s management of principal risks.

The Group has established an effective risk governance and management
framework in line with the requirements set out by the HKMA and other
regulators. This framework is built around a structure that enables the Board and
Senior Management to discharge their risk management-related responsibilities
with appropriate delegation and checks and balances. These responsibilities include
defining risk appetite in accordance with the Group’s business strategies and
objectives, formulating risk policies that govern the execution of those strategies,
and establishing procedures and limits for the approval, control, monitoring, and
remedy of risks.

The RIC stands at the highest level of the Group’s risk governance structure under
the Board. It consists of four INEDs (including the Chairman of the Committee) and
two NEDs. The RIC provides direct oversight over the formulation of the Group’s
institutional risk appetite, and sets the levels of risk that the Group is willing to
undertake with reference to its financial capacity, strategic direction, prevailing
market conditions, and regulatory requirements.
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The RIC also ensures that the Group’s risk appetite is reflected in the policies and
procedures that Senior Management and Division Heads adopt to execute its
business functions. Through the Group’s management committees at executive
level, including Crisis Management Committee, Risk Management Committee,
Credit Committee, Asset and Liability Management Committee, and Operational
Risk Management Committee — and with overall coordination of the Risk
Management Division — the RIC regularly reviews the Group’s risk management
framework and ensures that all important risk-related tasks are performed
according to established policies and with appropriate resources.

The Crisis Management Committee and Risk Management Committee comprise
the Senior Management and the Group Chief Risk Officer.

The Credit Committee, Asset and Liability Management Committee, and
Operational Risk Management Committee comprise the Senior Management, the
Group Chief Risk Officer and where appropriate senior executives from the relevant
areas.

The Group has implemented an ERM framework. The ERM framework is
promulgated with the objectives of identifying and managing potential risks
in a holistic and effective manner, fulfilling the HKMA's higher expectation for
risk management of the Group as a Domestic Systemically Important Bank, and
reinforcing the “Three Lines of Defence” risk management model.

The Group has adopted a “Three Lines of Defence” risk management structure
to ensure that roles and responsibilities in regard to risk management within the
Group are clearly defined. The “Three Lines of Defence” model is summarised as
follows:—

e The first line of defence comprises the Risk Owners, who are division heads
at Head Office and heads of significant subsidiaries, together with staff under
their management. They are primarily responsible for the day-to-day risk
management of their units, including establishing and executing specific risk
control mechanisms and detailed procedures.

e The second line of defence consists of the Risk Controllers, who are designated
division/department heads at Head Office. Supported by their respective
divisions and departments, the Risk Controllers are responsible for setting out
a risk management governance framework, monitoring risks independently
and supporting the management committees in their oversight of risk
management.

e The third line of defence is the Internal Audit Division, which is responsible
for providing assurance on the effectiveness of the Group'’s risk management
framework including risk governance arrangements.
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The Group Chief Risk Officer coordinates all risk management-related matters
of the Group, works closely with the Risk Controllers on the formulation of risk
management policies and exercises risk oversight at the Group level through a
functional working relationship with all Risk Controllers and Risk Owners.

The Group faces a variety of risks that could affect its franchise, operations, and
financial conditions. Under the ERM framework, the principal risks include credit
risk, interest rate risk, market risk, liquidity risk, operational risk, reputation risk,
strategic risk, legal risk, compliance risk, technology risk, business continuity risk,
and new product and business risk.

The Group has formulated policies to identify, measure, monitor, control, and
report on the various types of risk and, where appropriate, to allocate adequate
capital to cover those risks. The Group’s major risk management policies and
control limits are approved by the Board and are monitored and regularly
reviewed and enhanced on a regular basis to cater for market changes, statutory
requirements, and best practices in risk management processes. The Board has
delegated the responsibility for on-going risk management to the RIC and the
management committees. Significant risk management-related issues must be
reported to the Board, which oversees risk management. Moreover, on a daily
basis, the Group Chief Risk Officer is responsible for overseeing the Bank Group’s
risk management issues which include, but are not limited to, the risk management
infrastructure, strategies, appetites, culture, and resources.

Stress testing is an integral part of the Group’s risk management. The Group
regularly performs stress-tests on the principal risks, where appropriate, to assess
the potential impact of stressed business conditions (including hypothetical
situations such as a significant economic downturn in Mainland China and
Hong Kong) on the Group’s financial positions, in particular, capital adequacy,
profitability, and liquidity. Whenever necessary, a prompt management response
will be developed and executed to mitigate potential impacts.

(a) Credit risk management

Credit risk is the risk of loss arising from a borrower or counterparty failing to meet
its obligations.

The Credit Committee is responsible for managing all credit risk-related issues
of the Group, while the Credit Risk Management Department under the Risk
Management Division of the Group is responsible for monitoring activities relating
to credit risk. The Group identifies and manages credit risk by defining the target
market segment, formulating appropriate credit policies, carrying out credit
assessment and monitoring of asset quality. Credit risk control limits are set for
different levels. Risk, return, and market situation are considered when setting all
limits. Active limit monitoring is undertaken.

In evaluating the credit risk associated with an individual customer or counterparty,
financial strength and repayment ability are always the primary considerations.
Credit risk may be mitigated by obtaining collateral from the customer or
counterparty.

(a)
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(a) Credit risk management (continued)
The Group has established policies, procedures, and rating systems to identify,

measure, monitor, control, and report on credit risk. In this connection, guidelines

for management of credit risk have been laid down in the Group’s Credit Risk

Management Manual. These guidelines stipulate delegated lending authorities,

credit underwriting criteria, credit monitoring processes, an internal rating

structure, credit recovery procedures and a provisioning policy. They are reviewed

and enhanced on an ongoing basis to cater for market changes, statutory

requirements, and best practices in risk management processes.

The Group's credit risk management for the major types of credit risk is depicted as

follows:

0

(iii

=

Corporate and bank credit risk

The Group has laid down policies and procedures to evaluate the potential
credit risk of a particular counterparty or transaction and to approve the
transaction. For corporate and bank customers, the Group has different
internal rating systems that are applied to each counterparty. For exposure
classified as Specialised Lending in particular, supervisory slotting criteria are
used. To monitor credit concentration risk, the Group has preset limits for
exposures to individual industries and for borrowers and groups of borrowers.
The Group also has a review process to ensure that the level of review and
approval is proper and will depend on the size of the facility and rating of the
credit.

The Group undertakes on-going credit analysis and monitoring at several
levels. The policies are designed to promote early detection of counterparty,
industry or product exposures that require special monitoring. The overall
portfolio risk as well as individual impaired loans and potential impaired loans
are monitored on a regular basis.

Retail credit risk

The Group's retail credit policy and approval process are designed for the
fact that there are high volumes of relatively homogeneous and small value
transactions in each retail loan category. The design of internal rating system
and formulation of credit policies are primarily based on the demographic
factors and the loss experience of the loan portfolios. The Group monitors
its own and industry experience to determine and periodically revise product
terms and desired customer profiles.

Credit risk of treasury transactions

The credit risk of the Group’s treasury transactions is managed in the same
way as the Group manages its corporate and bank credit risk. The Group
applies an internal rating system to its counterparties and sets individual
counterparty limits.
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(iv)

Credit-related commitment

The risks involved in credit-related commitments and contingencies are
essentially the same as the credit risk involved in extending loan facilities to
customers. These transactions are subject to the same credit application,
portfolio maintenance and collateral requirements as for customers applying
for loans.

Master netting arrangements

To mitigate credit risks, the Group enters into master netting arrangements
with same counterparties. Netting agreements provide that, if an event of
default occurs, all outstanding transactions with the counterparty will be
terminated and all amounts outstanding will be settled on a net basis. Except
for the event of default, all outstanding transactions with the counterparty are
settled on a gross basis and generally do not result in offsetting the assets and
liabilities in the statement of financial position.

The following tables present details of financial instruments subject to

(iv)
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offsetting, enforceable master netting arrangements and similar agreements.

Gross
amounts of
recognised
financial
Gross liabilities set
amounts of off in the
recognised  statement of
financial financial
assets position
REH%
AR A
il
ERALH ERALH
BERE BEAH
HKS Mn HKS Mn
BYEET REEET
Assets £E
Positive fair value of derivatives PTETAMEATERE 38 -
Other accounts HA8RIE 1,164 (763)
Total 2 1,202 (763)

TRINTARIEE - BAFERN 2 F5H4E
B RIBABEARNES T A
15 o
2017
Net amounts
of financial
assets
presented Related
in the financial
statement instruments
of financial that are not
position set off Net amount
REAT AER
bIOE L HEER
PNk TAHESH
BEFE ok ] B
HKS$ Mn HKS Mn HKS$ Mn
BEEERL BEBET BEEER
38 (34) 4
401 - 401
439 (34) 405
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(a) Credit risk management (continued)
(v) Master netting arrangements (continued)

Liabilities
Negative fair value of derivatives

Other accounts

Total

Assets
Positive fair value of derivatives

Other accounts

Total

Gross
amounts of
recognised
financial
liabilities

[
aEAE
HK$ Mn
BEEET

&
TTETAMNBATER 69
HbfRE 763

o 832

Gross
amounts of
recognised
financial
assets

ERRER
BEME
HK$ Mn
BEEET

BE
TETAMIEATER 44
HfRE 431

et 475

(a) FERBEE (@)

() FEAEEETH ()

2017
Gross
amounts of  Net amounts
recognised of financial
financial liabilities
assets set presented Related
off in the in the financial
statement of statement instruments
financial of financial ~ that are not
position position set off
RE#
IR R R AER
HHEZ R & [k
ERALHE SIRHER TARIEH
EELE SEFE 228
HKS$ Mn HKS$ Mn HKS$ Mn
RMEEL  BWEAT  BWEAR
- 69 (34)
(763) - -
(763) 69 (34)
2016
Gross
amounts of Net amounts
recognised of financial
financial assets
liabilities set presented Related
off in the in the financial
statement of statement instruments
financial of financial that are not
position position set off
JiNEIB S
&R ST AER
izl R IEESRE
ERRLH N0k TAPEH
BEAE BEFE k]
HK$ Mn HK$ Mn HK$ Mn
BERET BERET BERET
- 44 1)
(369) 62 -
(369) 106 1)

Net amount

B
HKS$ Mn
AYEER

35

35

Net amount

)it
HK$ Mn
AEBET

23
62

85



Gross

amounts of

recognised

financial

Gross assets set
amounts of off in the
recognised statement of
financial financial
liabilities position
JiNEIby S

AR

i WA

ERALR EREReR
BEASE BELTE
HK$ Mn HK$ Mn
BEEET BEEET

Liabilities =1

Negative fair value of derivatives PTETAMBATEE 130 -
Other accounts HAERIA 369 (369)
Total FEke] 499 (369)

(vi) Concentrations of credit risk
Concentration of credit risk exists when changes in geographic, economic
or industry factors similarly affect groups of counterparties whose aggregate
credit exposure is material in relation to the Group’s total exposures. The
Group's credit portfolio is diversified along geographic, industry and product
sectors. For analysis of loans and advances to customers by industry sectors
and geographical areas, please refer to Notes 29(c) and 29(d) respectively.

The Group monitors its credit concentration risk by adopting appropriate risk
control measures, such as setting limits on exposures to different industries
and loan portfolios.
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(a) Credit risk management (continued) (a) GERBER(E)
(vii) Maximum exposure (vii) = R
The maximum exposure to credit risk at the end of the reporting period RIRE B R B W R T E MR Rk
without taking into consideration of any collateral held or other credit HEEBRANSSEERE @ BlES
enhancements is represented by the carrying amount of each financial asset in —EHE AR EAREEEN SR EER
the statement of financial position after deducting any impairment allowance. BRI ANERE SsRBEEN
A summary of the maximum exposure is as follows: T
2017 2016

HKS Mn B EERT  HKS Mn BEEETT

Cash and balances with banks and other Be RIERITMEMS BB

financial institutions ®F 59,382 64,414
Placements with and advances to banks and other  7E3R17 R E b & B84

financial institutions TFRRER 53,609 44,052
Trade bills ECESE 13,909 11,939
Trading assets RHBBEE 3,999 3,128
Financial assets designated at fair value through BERABBBSEURRATEGBD

profit or loss CREE 3,879 3,330
Positive fair value of derivatives PTETEMEATEE 11,335 8,938
Loans and advances to customers EPERRER 470,339 450,445
Available-for-sale financial assets AEHESmEE 116,734 106,964
Held-to-maturity investments REIEEE 9,798 5,663
Other assets HivEE 32,843 38,830
Financial guarantees and other credit related FIBER L EMEEERRN

contingent liabilities YREE 14,626 19,464
Loan commitments and other credit related BRREREMEEERRERN

commitments I 204,442 198,789

994,895 955,956
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(viii) Credit quality of loans and advances (Vi) EREBHRHEEEER
Loans and advances to banks are only made to banks with good credit BTERRBRARETEECERER
standing. The credit quality of loans and advances to customers can be ZRIT - BEEFERKBZNEEERS
analysed as follows: Mo
2017 2016

HKS Mn BEEERT  HKSMn BEEHET

Gross loans and advances to customers BEPERRBSRETE
— neither past due nor impaired —Em R E 468,183 446,965
— past due but not impaired —ERHERERE 416 510
— impaired —BRE 5,177 6,767
473,776 454,242
Of which: Hep e
2017 2016
HK$ Mn B EERT  HKSMn BEEET
Gross loans and advances to customers ERHRAENEPERR
that are neither past due nor impaired SaasE
- pass — &1 463,081 438,607
— special mention —HE@E 5,102 8,358
468,183 446,965
The Group classifies the loans and advances in accordance with the loan AEERBERIEERTEERNERS
classification system required to be adopted for reporting to the HKMA. HEEMUADEER ©
The ageing analysis of loans and advances to customers that are past due but EREREREZEPERRBRL
not impaired is as follows: FEDHTIT ¢
2017 2016

HKS Mn BEEERT  HKSMn BEEHET

Gross loans and advances to customers that are  BREIERERENETEEFT KL

past due but not impaired B ETE

— overdue 3 months or less — B3 ME ASA T 416 510
Loans and advances that would be past due or impaired had the terms not R2017F12A318 » R ARELTIE
been renegotiated amounted to HK$108 million as at 31st December, 2017 SR AT BE B Ve B SR (B B 3K R B R
(2016: HK$108 million). SHABHE1.08E L (20164 « Bk

1.08f87T) °
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(a) Credit risk management (continued)
(ix) Credit quality of financial assets other than loans and advances
Credit risk of treasury transactions is managed in the same way as the Group
manages its corporate and bank lending risk and risk gradings are applied to
the counterparties with individual counterparty limits set.

At the end of the reporting period, the credit quality of investment in debt
securities analysed by designation of external credit assessment institution,
Moody’s Investor Services, or equivalent, is as follows:

Aaa Aaa

Aal to Aa3 Aal £ Aa3
A1l to A3 Al ZE A3
Baal to Baa3 Baal £ Baa3
Below Baa3 Baa3 AR
Sub-total for Rated B Ns
Unrated TR

Total Faks]

At the end of the reporting period, the credit quality of the counterparties to
which there were exposures arising from positive fair value of derivatives is as

follows:

Aal to Aa3 Aal £ Aa3
Al to A3 Al & A3
Baal to Baa3 Baal £ Baa3
Below Baa3 Baa3 AT
Unrated TR

Total Faks)

(a) FERBEE(#)

ALRBHIEERRERIE - BAE
WE B L% RIRTEE AR
BRI R AR A BRI F R
HF -

R|ERERE - RRINBEERT AR
B BERERY - SUERSEMNFR
B iEECEBELFRENGERER
=DM

2017 2016
HKS Mn B EERT  HKS Mn BEEETT

7,120 6,613
26,393 20,760
46,820 39,405
34,482 29,951

2,361 2,489

117,176 99,218
17,367 19,867
134,543 119,085

REILERD - L THTETIEME
NFEEMEEZRBRNEFEEER
AT ¢

N

2017 2016
HKS Mn B EERT  HKS Mn BEEETT

664 1,314
2,214 3,527
4,620 1,572

56 533
3,781 1,992
11,335 8,938



(x) Collateral and other credit enhancements

The Group has established guidelines on the acceptability of various classes
of collateral and determined the corresponding valuation parameters. The
guidelines and collateral valuation parameters are subject to regular reviews to
ensure their effectiveness over credit risk management.

The extent of collateral coverage over the Group’s loans and advances to
customer depends on the type of customers and the product offered. Types
of collateral include residential properties (in the form of mortgages over
property), other properties, other registered securities over assets, cash
deposits, standby letters of credit and guarantees. Collateral generally is not
held over balances and placements with banks and other financial institutions,
and loans and advances to banks, except when securities are held as part
of reverse repurchase and securities borrowing activity. The Group takes
possession of collateral through court proceedings or voluntary delivery of
possession by the borrowers during the course of the recovery of impaired
loans and advances. These repossessed assets are reported in the statement of
financial position within “other assets” (Note 2(m)). If the recovery from the
repossessed assets exceeds the corresponding exposure, the surplus fund is
made available either to repay the borrower’s other secured loans with lower
priority or is returned to the borrower.

Collateral held as security for financial assets other than loans and advances
is determined by the nature of the instrument. Debt securities, treasury and
other eligible bills are generally unsecured with the exception of asset-based
securities and similar instruments, which are secured by pools of financial assets.
However the credit risk may be implicit in the terms or reflected in the fair
value of the corresponding instruments.

The Group's preferred agreement for documenting derivatives activity is the
ISDA Master Agreement which covers the contractual framework within which
dealing activity across a full range of over-the-counter products is conducted
and contractually binds both parties to apply close-out netting across all
outstanding transactions covered by an agreement, if either party defaults
or following other pre-agreed termination events. It is also common for the
Group to execute a Credit Support Annex in conjunction with the ISDA Master
Agreement with the counterparty under which collateral is passed between
the parties to mitigate the market contingent counterparty risk inherent in the
outstanding position.

For contingent liabilities and commitments that are unconditionally cancellable
(Note 47), the Group will assess the necessity to withdraw the credit line when
there is a concern over the credit quality of the customers. Accordingly, the
exposure to significant credit risk is considered as minimal. For commitments
that are not unconditionally cancellable, the Group assesses the necessity of
collateral depending on the type of customer and the product offered.
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(a) Credit risk management (continued)
(x) Collateral and other credit enhancements (continued)

The lower of gross loan amount and the estimate of the fair value of collateral

and other credit enhancements held against financial assets is as follows:

RAEFERSREE BRmR

Fair value of collateral and other credit
enhancements held against financial assets

that are:
— neither past due nor impaired — LR E
— past due but not impaired —EBRBERERE

(b) Market risk management

Market risk is the risk arising from adverse movements in market factors such as
interest rates, foreign exchange, equity prices, and commodities prices, which
result in profits or losses for the Group. The aim in managing market risk is to

reduce the Group's exposure to the volatility inherent in financial instruments.

The Asset and Liability Management Committee deals with all market risk-related
issues of the Group. It is also responsible for conducting a regular review of interest
rate trends and deciding the corresponding future business strategy. The Asset
and Liability Management Department under the Risk Management Division of the

Group is responsible for monitoring activities relating to market risk.

The use of derivatives for proprietary trading and the sale of derivatives to
customers as risk management products are integral parts of the Group’s business
activities. These instruments are also used to manage the Group’s own exposures
to market risk, as part of its asset and liability management process. The principal
derivatives instruments used by the Group are interest rate, foreign exchange,
and equity-related contracts, in the form of both over-the-counter derivatives and
exchange traded derivatives. Most of the Group’s derivatives positions have been
entered into to meet customer demand and to manage the risk of these and other

trading positions.
In this connection, the key types of market risk that must be managed are:

(i) Currency risk

The Group's foreign currency positions arise from foreign exchange dealing
(including derivatives), commercial banking operations, and structural foreign
currency exposures. The Group’s non-structural foreign currency exposures
are mainly denominated in USD and RMB. All foreign currency positions
are managed within limits approved by the Board or the Asset and Liability

Management Committee.

HifE AR AFEENT

(a) FERBERE(#)

(x) HIR@REMIERRA ()
ERRBELSEEERSREE 2 HIT
m R EMERRANG R FEERE
ZBIEEWT

2017 2016

HKS Mn B EERT  HKS Mn BEEETT

306,668 310,498
408 466
307,076 310,964
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Structural foreign currency positions, which arise mainly from foreign currency
investments in the Group’s branches, subsidiaries, and associated companies,
are excluded from value-at-risk measurements, as related gains or losses
are taken to reserves. Such foreign currency positions are managed with
the principal objective of ensuring that the Group’s reserves are protected
from exchange rate fluctuations. The Group seeks to match its foreign
currency denominated assets closely with corresponding liabilities in the same
currencies.

The Group had the following net structural positions which were not less than
10% of the total net structural foreign currency position at the end of the
reporting period:

2017
RMB MYR
AR B
HK$ Mn HKS$ Mn HK$ Mn

E¥EAET EMEER  AWEER

Net structural position HERHERATE 14,584 2,271

(i) Interest rate risk
The Group's trading interest rate positions arise from treasury and dynamic
hedging of commercial banking activities. Interest rate risk is managed daily by
the Treasury Markets Division of the Group within the limits approved by the
Board or the Asset and Liability Management Committee. The instruments used
to manage interest rate risk include interest rate swaps and other derivatives.

(iii

=

Equity risk

The Group’s equity positions arise from equity investment and dynamic
hedging of customer-driven business. Equity risk is managed daily by the
Investment Department within the limits approved by the Board, Investment
Committee, or the Asset and Liability Management Committee.

Market risk control limits have been set at varying levels according to the practical
requirements of different units. The Board approves the core control limits and
has delegated the authority to set detailed control limits to the Asset and Liability
Management Committee. Risk, return, and market conditions are considered when
setting limits. Active limit monitoring is carried out.

In this connection, the Asset and Liability Management Committee monitors the
related market risk arising from the risk-taking activities of the Group, to ensure
that overall and individual market risks are within the Group’s risk tolerance level.
Risk exposures are monitored frequently to ensure that they are within established
control limits.
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Market risk management (continued)

The Group quantifies the market risk of the underlying trading portfolio by means
of VaR. VaR is a statistical estimate that measures the potential losses in market
value of a portfolio as a result of unfavourable movements in market rates and
prices, if positions are held unchanged over a certain horizon time period.

The Group estimates VaR for the Group’s trading portfolio by the historical
simulation approach, where the VaR is calculated by revaluing the portfolio for
each of the market movement scenarios obtained from the historical observation
period. This methodology uses movements in market rates and prices over a one-
day holding period with a 99% confidence level under a two-year observation
period. This approach has been applied since 1st January, 2017. Prior to that,
parametric approach was adopted.

Structural foreign exchange positions arising from net investments in branches and
subsidiaries are not included in the VaR for the foreign exchange trading position.

The market value of listed shares, the fair value of private equity funds and unlisted
equities (collectively the “Unlisted Securities”), are subject to limits and these are
managed by the Investment Department of the Group. The Unlisted Securities
and listed non-trading equities are not included in the VaR for the equity trading
position, and are managed through delegated limits. The limits are subject to
regular review by the Asset and Liability Management Committee.

(b) T iE AR EE (M)
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Value-at-risk statistics R AL
2017
At 31st December Maximum Minimum Mean
M2A318 && RIE 4
HKS Mn B¥EET HKSMn B¥EET HKSMn B¥EET HKSMn B¥EER
VaR for total trading activities RFEDRERELE 38 49 35 40
VaR for foreign exchange trading
positions* MNER S e RRRE* 8 17 5 1
VaR for interest rate trading positions MER G R M ERE 6 7 2 4
VaR for equity trading positions RINR SR KRRE 30 37 25 30
2016
At 31st December Maximum Minimum Mean
#M2A318 & &I 4
HKS Mn BEEET  HKSMn BEEET HKMnB%EET  HKS Mn BEEET
VaR for total trading activities RFEDNERELE 29 45 27 34
VaR for foreign exchange trading
positions* MNER S e fRRE 11 14 8 1
VaR for interest rate trading positions HEZ FHE fRRE 2 7 1 3
VaR for equity trading positions RINZ SR KRR E 19 34 17 24

* Including all foreign exchange positions but excluding structural foreign exchange
positions.

* BEFBINERRET ERARBIEILINERE
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2017

At 31st December Maximum Minimum Mean

®12A31R BB 8 ¥4

HKS Mn ¥ EET HKS Mn B¥EET HKSMn BEEET HKSMn B¥EET

Stressed VaR for total trading activities R ZEEINZEERELE 138 148 97 122
2016

At 31st December Maximum Minimum Mean

M12A318 -] &IE 4

HKSMn BB EET  HKSMnBEEEL  HKSMn BBEET HKS Mn BEEETL

Stressed VaR for total trading activities R ZEEINZEE R EAE 65 80 61 70

A stressed VaR measure is intended to replicate a VaR calculation that would
be generated on current trading portfolio if the relevant market factors were
experiencing a period of stress.

Operational risk management
Operational risk is the risk of loss resulting from inadequate or failed internal
processes, people, and systems or from external events.

The objectives of operational risk management are to identify, assess, monitor, and
report operational risk systematically and effectively; to minimise the operational
loss and other impact on the Group; and to comply with the relevant regulatory
requirements.

The Operational Risk Management Committee is responsible for overseeing
operational risk management of the Group while the Operational Risk
Management Department under the Risk Management Division of the Group is
responsible for monitoring activities relating to operational risk.

The operational risk management tools adopted include operational risk incident
reporting, risk control self-assessment, risk indicators, operation manuals, insurance
policies, etc.

(d) Liquidity risk management

Liquidity risk is the risk that the Group may not be able to meet its obligations
as they come due because of an inability to obtain adequate funding (funding
liquidity risk); or that the Group cannot easily liquidate assets quickly without
significantly lowering market prices because of inadequate market depth or market
disruptions (market liquidity risk).

The purpose of liquidity risk management is to ensure sufficient cash flows to
meet all financial commitments and to capitalise on opportunities for business
expansion. This includes the Group's ability to meet deposit withdrawals either on
demand or at contractual maturity, to repay borrowings as they mature, to comply
with the statutory Liquidity Coverage Ratio (“LCR"), and to make new loans and
investments as opportunities arise.
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Liquidity risk management (continued)

The Asset and Liability Management Committee is delegated by the Board
to oversee the Group’s liquidity risk management. The Asset and Liability
Management Committee sets the strategy, policy, and limits for managing liquidity
risk and the means for ensuring that such strategy and policy are implemented.
Regular meetings are held to review the compliance status of the monitoring
matrix established and the need for any change in strategy and policy. Liquidity
is managed daily by the Capital Markets & Liquidity Management Department
under the Treasury Markets Division of the Group within the set limits. The Asset
& Liability Management Department under the Risk Management Division of the
Group is responsible for monitoring the activities relating to liquidity risk. The
Internal Audit Division performs periodic reviews to ensure that the liquidity risk
management functions are carried out effectively.

The LCR, which came into effect on 1st January, 2015, imposes a more stringent
regulatory regime for liquidity risk management on the Group. Banking (Liquidity)
Rules require the Group to meet the minimum LCR by 2019. During the transitional
period, the percentage will increase from 60% in 2015 to 100% in 2019, with
10% added to the regulatory requirement each year from 2016. To ensure
compliance with the enhanced regulatory requirement, material changes in the
LCR will be reviewed regularly by the Asset and Liability Management Committee
together with proposed mitigation actions to cope with adverse changes arising
from, but not limited to, composition of the deposit base and remaining tenor
to maturity, short-term lending activities, and the Group's asset and liability mix
strategy. An internal LCR target has been established to maintain the ratio within a
suitable range. In planning the asset and liability mix strategy, the Group assesses
the impact of asset growth and funding structure on the LCR with support from
relevant business units for the Asset and Liability Management Committee’s review
and decision.

As part of Group efforts to manage the LCR effectively, emphasis is placed on
strengthening the deposit base by retaining loyal customers and maintaining
customer relationships. The Group balances funding among retail, small business,
and wholesale funding to avoid concentration in any one source. Professional
markets are accessed through the issuance of certificates of deposit, medium-
term notes, subordinated debt, money market placement, and borrowing for the
purposes of providing additional funding, maintaining a presence in local money
markets, and optimising asset and liability maturities.

Internally, intra-group funding transactions are carried out at arm’s length and
treated in a manner in line with other third party transactions, with regular
monitoring and appropriate control.
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In addition to observing the statutory LCR, the Group has established different
liquidity metrics — including but not limited to the loan-to-deposit ratio, cumulative
maturity mismatch ratio, funding concentration ratio, intra-group exposure
threshold, and cross currency funding ratio — to measure and analyse the Group's
liquidity risks. As a majority of the Group’s liquidity risk arises from the maturity
mismatch gap between the Group’s asset and liability portfolios, the Group
manages liquidity risk by conducting cash flow analysis and projections through
the regular use of the Bank’s management information system. These are carried
out on a regular basis to identify funding needs arising from on and off-balance
sheet items in a specific time frame over a set of time horizons. The Group
maintains sufficient high quality liquid assets (“HQLAs") as a liquidity cushion that
can be accessed in times of stress. The HQLAs for fulfilling the LCR consist of cash,
exchange fund bills and notes, high quality government debt securities and other
equivalent liquid marketable assets. The majority of HQLAs are denominated in
Hong Kong dollars. Contingent funding sources are maintained to provide strategic
liquidity to meet unexpected and material cash outflows.

The Group also conducts stress testing regularly to analyse liquidity risk. Both
on and off-balance sheet items and their impact on cash flow are considered,
together with applicable hypothetical and historical assumptions. The assessment
and review of market liquidity risk are included in the various control processes,
including investment/trading strategy, market risk monitoring, valuation, and
portfolio review. Three stress scenarios — namely an institution-specific crisis, a
general market crisis, and a crisis involving a combination of the two — are adopted
with minimum survival period defined according to HKMA's Supervisory Policy
Manual LM-2, “Sound Systems and Controls for Liquidity Risk Management”.

With reference to the stress-testing results, the Group identifies potential
vulnerabilities within the Group and formulates a Contingency Funding Policy
and a Contingency Funding Plan that set out the Group’s strategy for dealing
with any liquidity problem and the procedures for making up cash flow deficits in
emergency situations.
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(d) Liquidity risk management (continued)
The Contingency Funding Policy and Contingency Funding Plan are designed to be
pro-active and pre-emptive, and stipulate the following three stages:

1. The Group utilises early warning indicators, which cover both qualitative and
quantitative measures, and monitors both internal and external factors. Should
there be any early signs of significant impact on the Group's liquidity position,
the Asset and Liability Management Committee is informed. The Asset and
Liability Management Committee will consider appropriate remedial actions
and will consider employing crisis management if the situation warrants.

2. A Crisis Management Committee, which is chaired by the Chairman & Chief
Executive, is formed to handle the crisis. Strategy and procedures for obtaining
contingency funding, as well as roles and responsibilities of the parties
concerned, are clearly stated.

3. In the final stage, a post-crisis review is carried out to recommend necessary
improvements to avoid incidents of a similar nature in the future.

An annual drill test is conducted and the Contingency Funding Policy and
Contingency Funding Plan are subject to regular review in order to accommodate
any changes in the business environment. Any significant changes to the
Contingency Funding Policy and Contingency Funding Plan are approved by the
Board and the Asset and Liability Management Committee, respectively.
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Analysis of assets and liabilities by remaining maturity: BERBENFIGSERS T
2017
3 months 1year 5 years
or less or less or less
Repayable Within ~ butover ~ butover  butover Over  Undated
ondemand ~ 1month  1month  3months 1 year Syears o overdue Total
1MBANE  3fERME 1§50 EIHAS

HIFES 1AM E3fiA BE B5E SENE ek ag
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
RUEEL BY¥EEn  BYEEn AMEEn AMEEn  AYEER  BMEER  BMEER

Assets £E
Cash and balances with banks and other ReRERTHA DR

financil institutions BENER 26,093 2,209 4410 1,535 - - 26,383 60,670
Placements with and advances to banks and ERTRA SRR

other financialinsitutions TR - 46,496 5,887 1226 - - - 53,609
Trade bills 855 3 3336 3,853 6,688 - - - 13,909
Trading assts RpRRLE - 557 0 1,681 13% w 2957 6,956
Finandial assets designated at fair value through ~~ JEE ABBEENRHE

profitor loss ATEENEREAE - - 13 119 2,769 868 2% 4,169
Positive fai value of derivatives fTETAMEATER - - - - - - 11,335 11,335
Loans and advances to customers ZEESREH 3,674 54317 30,919 93,731 187,627 96,783 3,288 470,339
Available-for-sale finandial assets AESBEE - 2178 15,878 24,592 51,567 2,519 3,501 120,325
Held-to-maturity investments BRIERE - 149 14 1,349 5,994 215 - 9,798
Investments in associates BENTRE - - - - - - 9429 9429
Fired assets BEdE - - - - - - 12,750 12,750
Goodwill and intangible assets HEREVEE - - - - - - 1959 1,959
Deferred tax asses BEHEAE - - - - - - 602 602
Other assets EfpEE 154 4,280 7483 10,186 1,170 175 9,684 33,09
Total assets EElE 29,953 114,909 69,447 141,107 250,521 120,737 82,268 808,942
Liabilities B
Deposits and balances of banks and other RORAMSRBED

financial institutions Eyec 435 9,485 7,026 6,116 2 - - 26,981
Deposits from customers LSS 220,257 141 121,662 88,810 18,552 1,621 " 571,684

- Dernand deposits and current accounts — B REREP 85,518 - - - - - - 85,518

- Savings deposits ~HERF 133,969 - - - - - - 13399

- Time, call and notice deposits -EBRBAER 770 141N 121,662 88,810 18,552 1,621 " 352,197
Trading liabilties RHBEAR - - - - - - 11 1
Negative fair value of derivatives TETAMAATER - - - - - - 12,01 1201
Certficates of deposit issued BETENE - 4,0% 12,500 19,870 - - - 36,466
Current taxation AEE - - - 1,160 - - - 1,160
Debt securites ssued BEERES - - 17 831 459 - - 1,007
Deferred tax iabiltes EiLnaakE - - - - - - 551 551
Other liabiltes EftafE 924 4250 8,358 12,898 8,940 3454 6554 45378
Loan capital fFEAR - - - - 12413 - - 12413
Total liabiites BleE 2553 132600 155663 129285 40,366 5075 19204 707,728

Net gap FEE (195,580) (17,693) (86,216) 11,822 210,155 115,662
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(d) Liquidity risk management (continued)

Assets

Cash and balances with banks and other
financial institutions

Placements with and advances to banks and
other financial institutions

Trade bills
Trading assets

Financial assets designated at fair value through

profit or loss
Positive fair value of derivatives
Loans and advances to customers
Available-for-sale financial assets
Held-to-maturity investments
Investments in associates
Fixed assets
Goodwill and intangible assets
Deferred tax assets
Other assets

Total assets

Liabilities

Deposits and balances of banks and other
financial institutions

Deposits from customers
- Demand deposits and current accounts
- Savings deposits
- Time, call and notice deposits

Trading liabilties

Negative fair value of derivatives

Certificates of deposit issued

Current taxation

Debt securities issued

Deferred tax liabilities

Other liabilities

Loan capital

Total liabilities

Net gap

aE

RERERTNALER
KiEnER

ERAREMERERY
FREEH

BH5E

RIRBEE

EEARBRELRH
ATEENEREE

TETAMEATER

EPERREH

THHESHEE

RENSRA

BeLmgR

BEAE

BENEVAE

EHERE

AftHE

HESE

&
FIRAMERBRED
FrhEs
EPER

— R REREP
~RERR
~EBREAEN
REREAR
TETANRATER
BEfEE
AEHR
BEAERES
ETHERR
AbEE
[EEAR

Gl

#EE

Repayable
on demand

SR
HKS Mn
AERET

34,554

2%

39,855

5874
202,900
74993
126,462
1,445

1,064

209,838

(169,983)

Within
1 month
AR

HKS Mn
REBET

48919
4,860
3%

6,383

101,504

3 months
or less

but over

1 month
1AM E
23f8A
HK$ Mn
AEBET

1,297

5,550
4739
462

26,316
12123
1,840

6,068

58,39

3,097
122,576

122,576
50

7,124

7,504

140,352

(81,957)

(d) RBHEEEAREE(F)

2016 (Restated">* E°)
1 year
or less 5 years
but over or less
3 months but over
@AM E 1) E
EIE E55
HKS Mn HK$ Mn
FEEET  A¥AER
1,117 -
1,991 =
6,122 =
1,040 611
18 2,65
92,573 178,060
18,159 50,299
1,220 1,665
18,103 620
141,043 233910
539 242
96,981 22,383
96,981 22,383
16,389 843
1,605 -
5423 1,729
19915 1523
8,165 12,443
153,873 45,163
(12,830) 188747

Over
5 years

SEME
HKS Mn
AEBET

483

95454
21523

2818

115,176

Undated or
overdue
Eiglat
Elfak
HK$ Mn
AERET

25818

1,276

24
8,938
3971
3,521
6,011

11,99
2,639

785

7,760

72,945

462
5909

14,353

Total

a5
HKS Mn
AMBEL

65,720

44052
11,939
4,404

3,55
8,938
450,445
110,491
5,663
6,011
11,99
2,639
785
39,075

765,706

2475
535,789
74993
126,462
334,334
50
7,982
28,857
1,605
7,154
462
50,088
20,608

679,070



Note:  The 2016 comparative figures have been restated to conform to current period’s
presentation of Consolidated Statement of Financial Position

As the trading and available-for-sale portfolios may be sold before maturity or
deposits from customers may mature without being withdrawn, the contractual
maturity dates do not represent expected dates of future cash flows.

The following tables provide an analysis of the undiscounted cashflow projection
of the financial liabilities of the Group at the end of the reporting period based on
the dates of their contractual payment obligations:

Carrying  Grosscash  Repayable

amount outflow  on demand
bkyohd

HEE aE  OREX

HKSMn  HKSMn  HKS Mn

E¥EErT E¥EEn E¥EER

Deposits and balances of banks and other kA eREED
financial insttutions T Rizeh 26,981 27,100 4353
Deposits from customers EFEH 51684 576718 220341
~ Demand deposits and current accounts — R REREP 85,518 85,608 85,593
- Savings deposits -RERR 133969 13399 133969
~Time, call and notice deposits - EHRBAE 32,197 357,141 m
Trading liabilties RHREAR 11 1 -
Negativ fair value of derivatives FHTANALTER 12077 12077 -
Certificates of deposit issued BEENE 36,466 36,609 -
Current taxation AHHE 1,160 1,160 -
Debt securites issued BEERES 1,007 1,036 -
Loan capital fAEAR 12413 15,843 -
Interest rate swaps flEE A 6,205 6,205 1
Other liabiltes Hitafk 45929 0 884

Total &3 713,933 719,501 225,519
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it 2016F A BH FAEE BEHUF & TS
BB REEIZ =

MIMER 5 R A S AEE S R LR E
HiRT & kB P 7 AR AT B B B AT R M AR
B A#HEH BRI IEFRKRARRBSRAOTRR
BEf-

TRETNHERERAEENRET N2
CRABENEFRSREESOXINERZ
BEISAT

2017
Between
Less than three  Between
three  months and oneand  More than

months  oneyear  fiveyears  fiveyears  Undated

3EARL 180
3EAIAT B B5E SENE  EAHAN
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
E¥AET EMAET AWAER AWARR A¥RER

16,597 6,147 3 - -
3,19 90,481 20,504 1,662 1
15 - - - -
243,704 90,481 20,504 1,662 1
- - - - 1

- - - - 12,017
16,646 19,963 - - -
- 1,160 - - -

120 443 473 - -

144 466 14,276 957 -

540 1,369 3,682 613 -

11,405 11,933 1975 3,454 7,091

2917 131,962 46,913 6,686 19,190
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(d) Liquidity risk management (continued)

Carying ~ Grosscash  Repayable
amount outflow  on demand
Rt

KR % HREER
HKS Mn HKS Mn HKS Mn
FEREL A¥AET A¥AEERL

Deposits and balances of banks and other RRAMbEREED
finandial institutions ERRES 26,475 26,605 5874
Deposits from customers BFER 535,789 542739 203021
~ Demand deposits and current accounts —RHEHRERER 75312 75393 75,383
- Savings deposits -RERR 126460 126487 126462
- Time, call and notice deposits - EBRBRER 334015 340,859 1,176
Trading liabiltes RGREER 50 50 -
Negative fair value of derivatives T TEHBATRE 7982 7,98 -
Certficates of deposit issued BE(TRNE 28857 29,19 -
Current taxation RHHE 1,605 1,605 =
Debt securites issued BEEEES 7,154 7,267 =
Loan capital EEER 20,608 23265 -
Interest rate swaps R4 6,390 6,890 -
Other liabilties Eak 50,550 46,738 1,005
Total &g 685,960 692,335 209,900

(e) Interest rate risk management

(d) RBHEEEAREE(F)

2016
Between
Less than three Between
three  months and oneand  More than

months oneyear  fiveyears  five years Undated

3EAKE 15 E
3EAAT E1f EE SENE mTHEE
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
AHBER AMREn  A¥RET AWEET AEEER
15,008 5479 24 - -
215,280 99,162 25275 1 -
10 - - - -
12 3 = = =
215,258 99,149 25275 1 -
- 50 - - -
- - = - 7982
1,1 16,567 855 = =
- 1,605 - - -
7 5510 1,750 = =
204 8813 14,248 = =
767 1,673 4129 321 -
11,205 18,640 6,650 2818 6,360
254,243 157,499 53,151 3,200 14,342

(e) RIZmpRERE

Interest rate risk is the risk resulting from adverse movement in interest rates. The
Asset and Liability Management Committee is delegated by the Board to oversee
the Group's interest rate risk management, establish the strategy and policy for
managing interest rate risk, and determine the means for ensuring that such
strategies and policies are implemented. Interest rate risk is managed daily by the
Treasury Markets Division of the Group within the limits approved by the Board or
the Asset and Liability Management Committee. The Asset & Liability Management
Department under the Risk Management Division of the Group is responsible for
monitoring the activities relating to interest rate risk. The Internal Audit Division
performs periodic reviews to ensure that the interest rate risk management
functions are implemented effectively.

Interest rate risk primarily results from the timing differences in the re-pricing of
interest-bearing assets, liabilities, and off-balance sheet items in the banking book.
In determining the level of interest rate risk, assessments are made for the repricing
risk, basis risk, options risk, and yield curve risk. The Group manages the interest
rate risk on the banking book primarily by focusing on re-pricing mismatches. Gap
analysis provides a static view of the maturity and re-pricing characteristics of the
Group's assets, liabilities, and off-balance sheet positions. Re-pricing gap limits are
set to control the Group's interest rate risk.

= E BRI TR R B TR ERR
EERBEERZESRESSRE  BEE
RAEENMNEXRABER - FTLEENER
BEVERIE ELHUR - W HEAREIEIE - SARRR
HITEAREERR - MXERHAEEE
EHEREEFEREERABERZEEH
RHRELEETHAREE - AEERRE
BERETHAERBEEN  BEERMX
EERAERIR)ES) o Rt & MIE L RET -
R R E IR RS AB REIT ©

NERBREIERARTEMATEEE - &
BEREERBERIMNEREBE SRR ZRR
B o BEMNEKABKTR  HETSEXR
%~ BERERERER - HERR RS K
REBRETTRIE o AEBEEIRRITHRMA =X
RO EEETRES R o ZEH
TAEARERFEAERREE - BEM
BEBBERIMTENIIHER R ER SRR
B o RNTRBEF SR ZHERBAESIAE
EEFRER ©



()

Sensitivity analysis in relation to the impact of changes in interest rates on earnings
and economic value is assessed through a hypothetical interest rate shock of 200
basis points across the yield curve on the Group’s assets, liabilities, and off-balance
sheet positions and is performed on a monthly basis. Sensitivity limits are set to
control the Group's interest rate risk exposure under both earnings and economic
value perspectives. The results are reported to the Asset and Liability Management
Committee on a regular basis.

Sensitivity analysis on interest rate risk
The Group uses sensitivity analysis to measure the potential effect of changes in
interest rates on our net interest income and economic value change.

2017
HKDETL ~ USDEXT RMBARM
HKSMn ~ HKSMn  HKSMn
EMEEL EWEEn E%AER
Impact on earnings over the next 12 months {AiFI% LR200{ESS
if interest rates rise by 200 basis points HARERNENE 1,064 158 376
Impact on economic value if interest rates rise fifl E3B200BEE
by 200 bass points HEEBENT2 (334) 145 68

This sensitivity analysis, which is based on a static interest rate risk profile of assets
and liabilities, is used for risk management purposes only. The analysis is based on
the following assumptions:

@

there is a parallel shift in the yield curve and in interest rates;
(i) there are no other changes to the portfolio;

(iii) no loan prepayment is assumed as the majority of loans is on a floating rate
basis; and

(iv) deposits without fixed maturity dates are assumed to be repriced on the next
day.

Actual changes in the Group’s net interest income and the economic value
resulting from the increases in interest rates may differ from the results of this
sensitivity analysis.

Strategic risk management

Strategic risk is the risk of current or potential impact on the Group’s earnings,
capital, reputation, or standing arising from changes in the environment the Group
operates in, adverse strategic decisions, improper implementation of decisions, or
lack of responsiveness to industry, economic, or technology changes.

The Risk Management Division of the Group monitors the activities under the
Group's prevailing interest earning asset mix and funding strategies and regularly
reports the status to the Asset and Liability Management Committee, Risk
Management Committee, RIC and the Board, where appropriate.

Capital management through projection of the Capital Adequacy Ratio and
Internal Capital Adequacy Assessment Process is conducted to assess the level and
structure of capital resources needed to support the risks that the Group tolerates.

GBP3RE
HKS Mn
AEEER

51

30

()
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Legal risk management

Legal risk is the risk of loss arising from unenforceable contracts, lawsuits, or
adverse judgments that may disrupt or otherwise negatively affect the operations
or financial condition of the Group.

The objective of managing legal risk is to identify, assess, monitor and report on
legal risk, and to comply with the relevant legal and regulatory requirements.

The Group provides appropriate training courses conducted by qualified internal
personnel and/or external lawyers/professionals, and issues regular reminders to
staff members. When dealing with legal matters, the Group engages qualified
internal personnel and, when necessary and appropriate, external lawyers with
appropriate expertise including counsel and senior counsel for advice.

The Operational Risk Management Committee is responsible for overseeing the
management of the Group's legal risk.

Reputation risk management

Reputation risk is the risk that the Group's reputation is damaged by one or more
events, which result in negative publicity about the business practices, conduct, or
financial condition of the Group. Such negative publicity, whether true or not, may
impair public confidence in the Group, result in costly litigation, or lead to a decline
in its customer base, business, and/or revenue.

The objective of managing reputation risk is to identify, assess, monitor, report,
and mitigate reputation risk, and to ensure compliance with the relevant regulatory
requirements.

The Group establishes various policies, guidelines, manuals, and codes to ensure
compliance with applicable laws, rules, and regulations, and to ensure that the
Bank Group maintains a high standard of corporate governance, which in turn
helps to safeguard and enhance the Group’s reputation.

The Group formulates, and adheres to, the Reputation Risk Management Manual,
which outlines a systematic approach to the management of reputation risk,
including a framework for reputation risk identification, assessment, monitoring,
mitigation, and control, thereby protecting and enhancing the reputation of
the Bank Group. The Guidelines for Incident Response and Management are
established for swift response to and management of unexpected incidents. The
Media Guidelines are established to ensure effective and consistent delivery of the
Group's key messages to the media.

The Operational Risk Management Committee is responsible for overseeing the
management of the Group's reputation risk.
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Compliance risk management

Compliance risk is the risk of potential losses arising from legal or regulatory
sanctions, fines and penalties, financial losses or damage to reputation that the
Bank Group may suffer as a result of its failure to comply with laws, regulations,
rules, related self-regulatory organisation standards, and codes of conduct
applicable to its banking activities.

The Group establishes various policies, guidelines, and manuals to ensure
compliance with all applicable legislation, rules, codes of conduct, industry
standards, and guidelines issued by the relevant regulatory authorities, which
govern the Group’s operations. The Group formulates, and adheres to, the Group
Compliance Risk Management Manual, which outlines a systematic approach to
the management of compliance risk, including a framework for compliance risk
identification, assessment, monitoring, mitigation, and control, thereby enabling
the Bank Group to manage its compliance risk effectively. Independent regulatory
compliance reviews are conducted on major functions of the Bank using a risk-
based approach.

Technology risk management

Technology risk is the risk of loss to the Group due to inadequate or failed
technical processes, people, and/or computing systems, or unauthorised access
or disruption to technology resources, in particular relating to cyber security and
e-banking.

The Group has established a technology risk management framework, supported
by comprehensive control policies, standards, guidelines, and procedures.

Control measures relating to the security of internet systems and applications,
customer authentication, risk assessment for new products and services, and
confidentiality and integrity of information are adopted.

The Operational Risk Management Committee is responsible for overseeing the
technology risk-related issues of the Group.

(k) New product and business risk management

New product and business risk is the risk of loss due to insufficient pre-assessment
of significant potential risks introduced to the Group arising from the launch of
new products, the structural change of existing products, and the establishment of
new business operations (i.e. through the establishment of a new subsidiary and/
or merger & acquisition). The significant potential risks include Credit Risk, Market
Risk, Operational Risk, Liquidity Risk, Interest Rate Risk, Legal Risk, Technology Risk,
Compliance Risk, Strategic Risk, Reputation Risk and Business Continuity Risk.

The Group establishes a robust risk governance structure, supported by
comprehensive control guidelines and procedures. A structured process, which
ensures that when initiating a new product or business, the potential significant
risks are duly assessed, documented, and approved. It also facilitates Senior
Management's oversight of new products and businesses.
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New product and business risk management (continued)

Each new product launch must go through an approval process, which includes
business and financial analysis and risk assessment. New products are reviewed
and assessed by the New Products Evaluation Working Group (comprising the
department heads of supporting units and representatives of risk controllers),
endorsed by the Steering Group (chaired by the Bank’s Group Chief Risk Officer
and comprising the division heads of supporting units), and approved by the Risk
Management Committee.

Business continuity risk management

Business continuity risk is the risk of loss arising from business disruptions in the
event of an incident or crisis. Business disruption could be caused by the loss of
staff members, information technology and telecommunication systems, premises,
key service providers, vital records, etc..

To manage business continuity risk, the Group establishes comprehensive policies,
guidelines, and manuals. Business impact analysis is conducted and business
continuity plans are developed by all individual functional units of the Group.
Annual drills are performed to test preparedness and effectiveness of the business
continuity plans.

(m) Capital management

The HKMA sets and monitors capital requirements for the Group as a whole.
In implementing current capital requirements the HKMA requires the Group to
maintain a prescribed ratio of total capital to total risk-weighted assets. The Group
calculates requirements for market risk in its trading portfolios based upon the
Group'’s VaR models and uses its internal gradings as the basis for risk weightings
for credit risk. Banking operations are categorised as either trading book or
banking book, and risk-weighted assets are determined according to specified
requirements that seek to reflect the varying levels of risk attached to assets and
off-balance sheet exposures.

In addition to meeting the regulatory requirements, the Group’s primary objectives
when managing capital are to safeguard the Group's ability to continue as a going
concern, so that it can continue to provide returns for shareholders and benefits
for other stakeholders, by pricing products and services commensurately with the
level of risk and by securing access to finance at a reasonable cost.

Capital managed by the Group to achieve these objectives includes ordinary
share capital, retained profits, other reserves, and non-controlling interests after
deductions for goodwill and intangible assets. It also includes subordinated
liabilities and collectively assessed impairment allowances.

The HKMA supervises the Group on both a consolidated basis and a solo-
consolidated basis, which sets capital requirements and receives information of
capital adequacy on a regular basis for the Group as a whole. Individual overseas
branches and banking subsidiaries are directly regulated by respective domestic
banking supervisors, who set and monitor their capital adequacy requirements.
In certain jurisdictions, non-banking financial subsidiaries are also subject to the
supervision and capital requirements of domestic regulatory authorities.
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The Group actively and regularly reviews and manages its capital structure to
maintain a balance between the higher shareholder returns that might otherwise
be possible with greater gearing and the advantages and security afforded by a
sound capital position, and makes adjustments to the capital structure in light of
changes in economic conditions.

The process of allocating capital to specific operations and activities is undertaken
by the Asset and Liability Management Committee and is reviewed regularly by the
Risk Management Committee, RIC and the Board.

Consistent with industry practice, the Group monitors its capital structure on the
basis of the capital adequacy ratios and there have been no material changes in
the Group's policy on the management of capital during the year.

The capital adequacy ratios as at 31st December, 2017 and 31st December, 2016
are computed on the consolidated basis of the Bank and certain of its subsidiaries as
specified by the HKMA for its regulatory purposes, and are in accordance with the
Capital Rules of the Banking Ordinance.

The Group and its individually regulated operations have complied with all
externally imposed capital requirements throughout the years ended 31st
December, 2017 and 31st December, 2016 and the Group'’s capital ratios are well
above the minimum required by the HKMA.

(a) Financial instruments carried at fair value

Fair value estimates are generally subjective in nature, and are made as of a specific
point in time based on the characteristics of the financial instruments and relevant
market information. The Group measures fair values using the following hierarchy
of methods:

Level 1 — Quoted market price in an active market for an identical instrument.

Level 2 — Valuation techniques based on observable input. This category includes
instruments valued using: quoted market prices in active markets for similar
instruments; quoted prices for similar instruments in markets that are considered
less than active; or other valuation techniques where all significant inputs are
directly or indirectly observable from market data.

Level 3 — Valuation techniques using significant unobservable inputs. This category
includes all instruments where the valuation technique includes inputs not based
on observable data and the unobservable inputs could have a significant effect
on the instrument’s valuation. This category includes instruments that are valued
based on quoted prices for similar instruments where significant unobservable
adjustments or assumptions are required to reflect differences between the
instruments.
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Financial instruments carried at fair value (continued)

Fair values of financial assets and financial liabilities that are traded in active
markets are based on quoted market prices or counterparty quotations. For all
other financial instruments the Group determines fair values using valuation
techniques. Valuation techniques include net present value and discounted
cash flow models and various market widely recognised option pricing models.
Assumptions and inputs used in valuation techniques include risk-free and
benchmark interest rates, equity prices, foreign currency exchange rates, index
prices, historical or implied volatilities and correlations. The objective of valuation
techniques is to arrive at a fair value measurement that reflects the price of the
financial instrument that would be received to sell the asset or paid to transfer the
liability in an orderly transaction between market participants at the reporting date.

The Group uses widely recognised valuation models for determining the fair value
of common and simpler financial instruments, like interest rate and currency swaps
that use only observable market data and require little management judgement
and estimation. Observable prices and model inputs are usually available in the
market for listed debt and equity securities, exchange traded derivatives and simple
over-the-counter derivatives like interest rate swaps. Availability of observable
market prices and model inputs reduces the need for management judgement
and estimation and also reduces the uncertainty associated with determination of
fair values. Availability of observable market prices and inputs varies depending on
the products and markets and is prone to changes based on specific events and
general conditions in the financial markets.

For more complex instruments, the Group uses valuation models, which usually
are developed from recognised valuation methodologies. Some or all of the
significant inputs into these models may not be observable in the market, and
are derived from market prices or rates or are estimated based on assumptions.
Valuation models that employ significant unobservable inputs require a higher
degree of management judgement and estimation in determination of fair value.
Management judgement and estimation are usually required for selection of the
appropriate valuation model to be used, determination of expected future cash
flows on the financial instrument being valued, determination of probability of
counterparty default and prepayments and selection of appropriate discount rates.

The Group has an established control framework with respect to the measurement
of fair values. This framework includes a valuation control function, namely
Financial Instruments Valuation Group (“FIVG") which comprises control units
independent of front office management. Procedures for price verification have
been established. Any pricing models to be used would be subject to a rigorous
validation and approval process.

(a) AR FEEIIRNEET A )
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The table below analyses financial instruments, measured at fair value at the end
of the reporting period, by the level in the fair value hierarchy into which the fair

value treatment is categorised:

Recurring fair value measurement
Assets
Trading assets

Financial assets designated at fair value through
profit or loss

Positive fair value of derivatives

Avallable-for-sale financial assets

Liabilities
Trading liabilities
Negative fair value of derivatives

Financial liabilities designated at fair value
through profit or loss

Level One
-4
HKS Mn
EMBET
EERLENATEEEE
-]
RHRLEE 3018
EEARBRENRH
ATREMERAE 2,59
ETAMEATER -
A ESREE 83,835
89,447
af
RAREAE 1
fTETANRATER -
EEARBRENRS
ATEENERAR -
"

2017
Level Two  Level Three Total
224 =8 g
HKS Mn HKS Mn HKS Mn
E¥EEn BMEEn BMEEn
3,938 - 6,956
1,575 - 4,169
1,335 - 11335
35928 562 120,325
52,776 562 142,785
- - "
1201 - 12017
15,616 - 15,616
27,693 - 27,704

During the years ended 31st December 2017 and 2016, there were no significant
transfers of financial instruments between Level 1 and Level 2 of the fair value

hierarchy. The Group's policy is to recognise transfers between levels of fair value
hierarchy as at the end of the reporting period in which they occur.

Information about significant unobservable inputs in Level 3 valuations

Unlisted available-for-sale equity
instruments

FEmAHHERNTA

Valuation technique

fEERR

Net asset value
BEFE
Discounted cash flow model

REmiriEs

Market-comparable approach
mimA LA

Significant unobservable

ERFUBRESH

N/A

TiEA

Discount rate

S

Marketability discount
R g

Earnings multiple
BRER

P/B ratios

miRE

Marketability discount
R EiiE|

RERTERAF
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TREAMNBERHAR - ERFEEIR
NEBTAZAFEENRES N

Level One
£
HK$ Mn
FERET
1,566

2,097

73,567

77230

50

50

2016
Level Two  Level Three Total
EH =8 88
HKS Mn HKS Mn HKS Mn
AEEET A%pET  AKEER
2838 - 4404
1,457 - 3554
8938 - 8,938
36,431 493 110,491
49,664 493 127,381
- - 50
7982 - 7982
18,524 - 18,524
26,506 - 26,556

BZE2017FK20165F12A31HIE2FA
REE-RRE_BORIEEELFEE
ZEMTA  MEZFMALBERNES o K
SENBREARINBE NP RATEER
DR REENES -

BHE=RMENEZIFUBER2HER

input(s)

Range

B

N/A

i

15.4%

(31-12-2016: 11.92%)
20%

(31-12-2016: 20%)
25.13%-26.33%
(31-12-2016: N/ATEA)
4.11%-4.39%
(31-12-2016: N/ATNER )
50%

(31-12-2016: N/ATNEF)
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Financial instruments carried at fair value (continued)

The fair values of unlisted available-for-sale equity instruments are estimated
using the discounted cash flow model, on the basis of an analysis of the investee’s
financial position and results, or with reference to multiples of comparable listed
companies, such as price/earning ratio of comparables, adjusted for a marketability
discount to reflect the fact that the shares are not actively traded. An increase in
the ratio/investee’s financial position and results in isolation will result in favourable
movement in the fair values, while an increase in discount rate/marketability
discount in isolation will result in unfavourable movement.

Valuation of financial instruments in Level 3 is subject to the same valuation control

framework as described above and reviewed regularly by FIVG.

(1) Valuation of financial instruments with significant unobservable inputs

Movements in the recognised fair values of instruments with significant
unobservable inputs were as follows:

Positive fair value

(@) AAFEEIIRNEHT A @)

JE LT AT D T A M A FEE2 A
RERFTMEREGE - REFREQTN
PSR REEZ AT RBEALE LT
ARz EH(ER BRNEHLLER) - BE
AT MR B LD Y FE B BB
P2 A% o (AR R FIREQRNIB
R 248 2 BRI NS AP EESEEY
& MEFINE TSN @510
HAVEEEAETE

KM SMT AMSERTIA LA
5 B P 1 B e T L BB A0 2
8 o

(1) EREEMFTBRZ SHNLHMIA
fitE
BIEY A A EEMATBREKMT
A HATEEZEHIT :

2017

Available-for-sale

of derivatives financial assets Total
TETAMNEATER tHESRHEE @m
HKS Mn B EEL  HKSMn B¥EERT  HKSMn B¥EET

Assets 8E
At 1st January, 2017 R2017F1 718 493 493
Purchases BA a2 42
Settlements HE (86) (86)
Changes in fair value recognised in the

income statement ATEEZPEAN LR ) @
Changes in fair value recognised in the other AT EEZBERN LM EE

comprehensive income Ygs 114 14
Exchange adjustments fE 5 A% 1 1
At 31st December, 2017 2017124318 562 562
Total gains or losses for the year included in -~ IREREEER AR H 2 EEM

available-for-sale fair value reserve of the Bt AEERNEMEZE N2

other comprehensive income for assets AEHEATEERE KR

held at the end of the reporting period NEBEE 14 14

Total gains or losses for the year included in
the income statement for assets held at & HIERBHEEZEEME
the end of the reporting period recorded ~ FTAFE Az 2 X HHMA
in net trading income FH



During the year 2016, the Group had developed an internal valuation model
based on observable market inputs for pricing various foreign exchange, equity
and interest rate structured derivatives contracts. As a result, these financial
instruments were transferred from Level 3 to Level 2 of the fair value hierarchy

at the reporting date.

Assets

At 1st January, 2016
Purchases
Settlements

Changes in fair value recognised in the
income statement

Changes in fair value recognised in the other
comprehensive income

Exchange adjustments

Transfer to level 2

Transfer to asset classified as assets held for
sale

At 31st December, 2016

Total gains or losses for the year included in
available-for-sale fair value reserve of the
other comprehensive income for assets
held at the end of the reporting period

Total gains or losses for the year included in
the income statement for assets held at
the end of the reporting period recorded
in net trading income

&g
R2016F1A1H
BA

&%

ATEERDEANEF

ATEESHRRNEMEE
e

L

HAZ=H

BENBARAHLERE
120165124318

WREHERBRA 2 EEM
BAAFERAM2EREZ
HHERTEERE RS
HERER

REERERAFECEEMND
SIAFERRER ZXFBA
ik

Positive fair value
of derivatives

AT AMIEATERE

HKS Mn BRBET

3,141

(1,140)

(1,503)

(498)

REWITHERDE
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R|EHPERE

FZECRIANDT
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2016
Available-for-sale
financial assets
AHHESREE
HKS Mn BB BEET

(15

(173)

29

493

Total
FakH]
HK$ Mn BEEET

3,891

(1,192)

(1,503)

(15

(671)

(29

493
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(a) Financial instruments carried at fair value (continued)

(1) Valuation of financial instruments with significant unobservable inputs

(continued)

Liabilities &&
At 1st January R1A1H
Settlements #wH

Changes in fair value recognised in the income

statement NFEEEHERNRER
Transfer to level 2 A&
At 31st December R12A31H

Total gains or losses for the year included in the
income statement for liabilities held at the end R¥R&EHLERBZFE 2 EE

of the reporting period recorded in net trading ~ MEBFFAFEAKEEKZ
income LN

(2) Effects of changes in significant unobservable assumptions to reasonably

possible alternative assumptions

(a) ARFEEFIRASHT R (4)
(1) EREEMFTBRRZLBNEMIA
fes ()

2017
Negative fair value
of derivatives

2016
Negative fair value
of derivatives

TETANEATYEE TEIAEMNEATEE
HKS Mn B EERT  HKS Mn BEEETT

- 3,017

- (1,139)

- (1,417)

- (461)

2) REZMmIAERZBREHEAIET

T ABEBRAEENTE

2017
Effect recorded in profit or loss Effect recorded directly in equity
ERRERNEE v ¥E BRCERARFRRE L2 X8
Favourable (Unfavourable) Favourable (Unfavourable)
B (FH) B (FH)
HKS Mn B¥EET HKSMn B¥EET HKSMnB%EEBT HKSMn B¥EETL
Positive fair value of derivatives TETAMEATER - - - -
Available-for-sale financial assets A/ HESFIAE - - 47 (47)
- - 47 (47)
2016
Effect recorded in profit or loss Effect recorded directly in equity
BRESRER L T2 BRI ER L 8
Favourable (Unfavourable) Favourable (Unfavourable)
Bl (7)) Bl (7))
HKSMn BB EET HKSMn BB EETL  HKSMn BEEEL  HKS Mn BEAEST
Positive fair value of derivatives TETAMEATER = = = -

AfHESREE -

Available-for-sale financial assets

- 41 (41)

= 41 (41)



The fair values of financial instruments are in certain circumstances, measured
using valuation models that incorporate assumptions that are not supported
by prices from observable current market transactions in the same instrument
and are not based on observable market data. The table above shows the
sensitivity of fair values due to parallel movement of plus or minus 10 per cent
in reasonably possible alternative assumptions.

(b) Fair values of financial instruments carried at other than fair value

The following methods and significant assumptions have been applied in

determining the fair values of financial instruments presented below:

@)

The fair value of demand deposits and savings accounts with no specific
maturity is assumed to be the amount payable on demand at the end of the
reporting period.

(i) The fair value of variable rate financial instruments is assumed to be

(iii

=

approximated by their carrying amounts and, in the case of loans and
unquoted debt securities, does not, therefore, reflect changes in their credit
quality, as the impact of credit risk is recognised separately by deducting the
amount of the impairment allowances from both the carrying amount and fair
value.

The fair value of fixed rate loans and mortgages carried at amortised cost is
estimated by comparing market interest rates when the loans were granted with
current market rates offered on similar loans. Changes in the credit quality of
loans within the portfolio are not taken into account in determining gross fair
values, as the impact of credit risk is recognised separately by deducting the
amount of the impairment loss and allowances from both the carrying amount
and fair value.

(iv) The fair value of unquoted equity investments is estimated, if possible, using

the applicable dividend discount model, or share of net asset value in the
investment, or applying a discount to the market value of investments with a
lock-up period.

(v) The fair value of unlisted open-ended investment funds is estimated using the

net asset value per share as reported by the managers of such funds.

(vi) The fair value of financial guarantees issued is determined by reference to

fees charged in an arm’s length transaction for similar services, when such
information is obtainable, or is otherwise estimated by reference to interest
rate differentials, by comparing the actual rates charged by lenders when the
guarantee is made available with the estimated rates that lenders would have
charged, had the guarantees not been available, where reliable estimates of
such information can be made.
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(b) Fair values of financial instruments carried at other than fair value
(continued)
The carrying amounts of the Group’s financial instruments carried at cost or
amortised cost are not materially different from their fair values as at 31st
December, 2017 and 2016 except as follows:

Carrying

amount Fair value
REE AVEE

HKS Mn HKS Mn

BEEET  BYEER

Financial assets SREE

Held-to-maturity investments REEL 9,798 9,756
Carrying

amount Fair value
BRmEE NFEE
HK$ Mn HK$ Mn
BEEET BERET

Financial assets SREE
Held-to-maturity investments FHEIHEE 5,663 5,724

Fair value estimates are generally subjective in nature, and are made as of a specific
point in time based on the characteristics of the financial instruments and relevant
market information. The Group measures level 2 fair values using the following
method and there is no change to the valuation technique:

Level 2 — Valuation techniques based on observable input. This category includes
instruments valued using: quoted market prices in active markets for similar
instruments; quoted prices for similar instruments in markets that are considered
less than active; or other valuation techniques where all significant inputs are
directly or indirectly observable from market data.

(b) AR FEEUINIIRHEHTAR

FEE

B TBURESN - SR IA PR A B 8B AR A B
MER TAKREE @ HBHR2017412A31
HX%20165%R B2 A FEERE ©

2017
Level 1 Level 2 Level 3
£ E-R =8
HKS$ Mn HKS$ Mn HKS Mn

BYEEET  B%EAER  EREER

3,469 6,287 -
2016
Level 1 Level 2 Level 3
F—1R - £
HK$ Mn HK$ Mn HK$ Mn

BEREL BEBET EEBET

3,967 1,757 =

EEATEEETERAIBMER - MEE
EERERHEMRERTAZSERIAMH
MmHBERMEL - AREEEE _HRAFE
BERRMATIERMEERA L ELE

F_H — HERARUNTEEZ2HAE
% o R TAMKESRERA : ©EETS
NI TABRENTISER @ ERTER
ZWSAMRL TAERENER © kEA
ERAMMEEE2HRERR MR AT
BERABRE



(a) Contingent liabilities and commitments
The following is a summary of the contractual amounts of each significant class of
contingent liabilities and commitments:

Contingent liabilities SREE
Direct credit substitutes HEFEREM
Transaction-related contingencies B2 5HMENAIER
Trade-related contingencies B8 5 BHNKAER
Commitments A
Commitments that are unconditionally cancellable — BJ £ (& (B M B /8 = 25 B A1)
without prior notice A
Other commitments with an original maturity Hfth e REIH B
—upto 1 year —1FZHAT
—over 1 year —1FUE
Total ptl
Credit risk weighted amounts (B EN o dok:

Contingent liabilities and commitments are credit-related instruments which
include acceptances, letters of credit, guarantees and commitments to extend
credit. The contractual amounts represent the amounts at risk should the
contract be fully drawn upon and the client default. Since a significant portion of
guarantees and commitments is expected to expire without being drawn upon, the
total of the contract amounts does not represent expected future cash flows.
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(a) RREBERAERE

BEFNBBERAEEIERFINS R
ZMT

2017 2016
HKS Mn BEEERT  HKSMn BEEHET

12,319 17,568
817 763
1,490 1,133
14,626 19,464
170,099 160,737
7,766 10,419
26,577 27,633
204,442 198,789
219,068 218,253
31,289 34,130

SABBERAERRERARNTA B85
RURBEENELER - FRZ - #RE
FANKRE - AHSBEREE SR TER
BEEFENEAERRNODHE - ANE
HERERANTENASS EBEHERL
RIS - AHSEL TRREFARKRR

ERE ©
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(b) Derivatives (b) fTETE
(i) Notional amount of derivatives () TEIENEZSR
Derivatives refer to financial contracts whose value depends on the value of PTHETEREA—HAEZHEEEESR
one or more underlying assets or indices. BYEEETEBENTBHELH
The following is a summary of the notional amounts of each significant type of SENSEMETAZZHEINERS
derivative for the Group: BRBEMT ¢
2017
Managed in
conjunction
with financial
instruments
designated
Qualifying at fair value
for hedge through  Others, including
accounting profit or loss held for trading Total
REBRE
URBRATEE Hit BfERE
RefneEit: SRIAESER ERZ A% e
HKS Mn B EET HKSMn B¥EET HKSMn B¥EET HKSMn BEEER
Exchange rate contracts EXAH
Forwards and futures BHRF AR 1,552 - 46,193 47,745
Swaps RIS - 13,641 601,277 614,918
Options purchased BADE - - 18,187 18,187
Options written L - - 18,694 18,694
Interest rate contracts Fl=AL
Forwards and futures BHTHRIE - - 758 758
Swaps BHRS 60,080 16,382 433,999 510,461
Equity contracts BRiAEH
Swaps BHRS - - 8,355 8,355
Options purchased A - - 5.247 5,247
Options written i B - - 6,155 6,155
Others it - - 1,342 1,342

61,632 30,023 1,140,207 1,231,862



Exchange rate contracts
Forwards and futures
Swaps
Options purchased
Options written

Interest rate contracts
Forwards and futures
Swaps

Equity contracts
Swaps
Options purchased
Options written

Others

EXAH
ERRHRHE
B2 S
BARE
hH EE

MEaH
BERHRHE
BHR5

Bira
RHRS
BAME
i g

Afts

Qualifying for
hedge accounting

TRHEsE
HK$ Mn BB ET

2,013

69,855

71,868

REWITHERDE

2016
Managed in
conjunction
with financial
instruments
designated
at fair value
through Others, including
profit or loss held for trading
REBEG
ARBATEE Hft - BIERE
SRIAEAER (Tl
HK$ Mn BEEET  HKSMn BBEET
- 132,039
10,305 351,136
= 16,895
- 17,529
- 469
24,399 291,968
= 5,534
= 2,389
- 2,988
- 1,297
34,704 822,244

Derivatives arise from futures, forward, swap and option transactions

undertaken by the Group and the Bank in the foreign exchange, interest rate

and equity markets. The notional amounts of these instruments indicate the

volume of transactions outstanding at the end of the reporting period; they do

not represent amounts at risk.

The fair value and credit risk weighted amounts of the aforesaid off-balance

sheet exposures are as follows. These amounts do not take into account the

effects of bilateral netting arrangements.
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Total

et
HK$ Mn BB EE T

134,052
361,441
16,895
17,529

469
386,222

5,534
2,389
2,988
1,297

928,816

TETARHAKBERAITEINE * 7
ERBEMSETHRE B - 28K
HERXHMEE - ELTANEESH
BEREHERBDATKNRZE
B TREMAZERNSEE

A EERBERAIRBOAFEER
EERBRNESTENAT - FBLSBIA
FEABBFRELITE ©
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(b) Derivatives (continued)
(i) Fair value and credit risk weighted amounts of derivatives

The Bank of East Asia, Limited | Annual Report 2017

(b) FTET A (@)
(i) FTETAZATRERFERBRNES

2017
Credit risk
Fair value weighted
AVEE amounts*
Assets Liabilities FEERK
BE =1 nESE
HK$ Mn HKS$ Mn HKS$ Mn
BEEER B¥EER  BEAER
Exchange rate contracts ~ [EZA4]
Forwards and futures ERRFHRBE 559 958 537
Swaps RS 7,667 8,560 2,914
Options purchased FEAHE 580 9 779
Options written agut:itd - 72 -
Interest rate contracts FIREH
Forwards and futures RS RS 3 - -
Swaps BHR S 2,255 1,924 455
Equity contracts BRGAEH
Swaps HERS 110 116 -
Options purchased A 135 59 92
Options written i R " 359 -
Others Hity 15 20 349
11,335 12,077 5,126

5
2016

Credit risk

Fair value weighted
ATEE amounts*

Assets Liabilities ZER®R
BE B gL

HK$ Mn HK$ Mn HK$ Mn

AEBET AEEET  BEEER

1,591 942 1,522

3,913 3,945 2,971

633 392 610

1 430 28

2,582 2,019 775

139 134 -

63 31 41

- 69 -

6 20 286

8,938 7,982 6,233

*  The Bank adopted the Foundation Internal Ratings Based (“IRB”) approach according
to Capital Rules for calculating the credit risk weighted amount as at 31st December,
2017 and 31st December, 2016.

The tables above give the contractual or notional amounts, fair value and
credit risk weighted amounts of off-balance sheet transactions. The fair value
is calculated for the purposes of deriving the credit risk weighted amounts.
These are assessed in accordance with the Capital Rules. Fair value represents
the cost of replacing all contracts which have a positive value when marked to
market.

Fair value is a close approximation of the credit risk for these contracts as at
the end of the reporting period. The credit risk weighted amount refers to the
amount as computed in accordance with the Capital Rules.

* REBCEERHBA) - AR ERAES
FEREESEA G ER2017F12H31
AR2016%12A31 A2 s BERZ /A
BanEZEE

ERIEEEBBERUINZSHEL K
2ELHE  ATEEREERRINES
o AT EERARFEEERRINE
S8 - ZESHERRBCERBANDIET
i c AP EERKEEEMFRMISEE
FTEEENA EENS LKA

AFEEREREHERAZSESON
BEHEERER - FRRERINESFELE
REBCERBRDE o



(iii) Fair values of derivatives designated as hedging instruments

The following is a summary of the fair values of derivatives held for hedging

purposes by product type:

Cash flow hedged derivatives

Exchange rate contracts

Fair value hedged derivatives

Interest rate contracts

(@) Cash flow hedges

REMIPTETA
ExaH

RTEEHMIETA
MERH

750

The Group's cash flow hedge principally consists of foreign exchange
contracts that are used to hedge against the variability in cash flows of
certain debt securities subject to foreign exchange rate movement.

The time periods in which the hedged cash flows are expected to occur

and affect the consolidated statement of comprehensive income are as

follows:

Within one year

k0
HK$ Mn B¥EER
At 31st December, 2017 #®2017F12A31H
Cash inflows from assets REBENRETA -
Cash outflows from liabilities REABMASTL -
Net cash inflows FRERA -
At 31st December, 2016 #R2016F12A318
Cash inflows from assets REBEMNRERA 12
Cash outflows from liabilities REABMRASTH -
Net cash inflows FRBM 12
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(i) FEEAEHFTAZITETANRFEE

REEE T BEZTET AN AT EER
EmEERENT

2017 2016
Assets Liabilities Assets Liabilities
8B Bf BE aff
HKS Mn B%EETL HKSMn BYEER HKSMnBBEERT  HKSMn BREET

418 908 338

() Hemiw
AEEZRETEH P EEBIFINE
B EERAREME TXINEKE
KRB AR SRR BNERES ©

FEFaERSERIMEHZE
SRS HENEFEIT

Over one year but
within five years Over five years
1 EE5F S5ENE
HKS Mn B¥EET  HKS Mn BB EETRT

1,552 -
1,552 -
1,655 346
1,655 346
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(b) Derivatives (continued) (b) FTTET A (&)
(iii) Fair values of derivatives designated as hedging instruments (continued) (i) EEAHHPTAZTETANATEE
(%)
(b) Fair value hedges (b) RFEELHF
The Group's fair value hedge principally consists of interest rate swaps that AEBHATFEEH P EEZBIEF
are used to protect against changes in the fair value of fixed rate long- KigHy - HERRREIZMISH X
term financial instruments due to movements in market interest rates. BEmMTYERATEERIANA

TEEZD -

(iv) Remaining life of derivatives (iv) PTET A Z FISREAR
The following table provides an analysis of the notional amounts of derivatives TRAMEREMERE A EFIREE
of the Group by relevant maturity grouping based on the remaining periods to B BR o FAEE R E@ITET
settlement at the end of the reporting period. AMEESE -

Notional amounts with remaining life of EiMRK 65 £
2017 2016
1year Over1year Over Tyear  Over 1 year Over
orless  to5years 5 years Total orless  to5years 5 years Total
1ERUT 1EUEESE  SENE B EUIT IENEEE SEE 2%
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
EMEER AWEEn RWEEn R¥EER AYEEr  AYEER  BMRER  AMEER

Interest rate derivatives FIEfTAETA 281,490 217,826 11,903 511,219 203,731 171314 11,646 386,691
Currency derivatives BRiTETA 678,735 19,947 862 699544 521645 1M 500 529917
Other derivatives HHpTAETR 15,634 3,004 1,561 21,099 7320 4888 - 12,208

975,859 241,617 14326 1,231,862 732,69 183,974 12,146 928,816

(c) Capital commitments (c) BEAXRELE
Capital commitments outstanding at 31st December and not provided for in the W12 A31 BARERMEN REM IRE P RE
financial statements were as follows: ERNBEAREENT ¢
2017 2016

HKS Mn B EEBT  HKS Mn BEEETT

Expenditure authorised and contracted for BRAES I EEL 242 212
Expenditure authorised but not contracted for B H{ERFL 215 107

457 319



(d) Operating lease commitments
At 31st December, 2017, the total future minimum lease payments under non-
cancellable operating leases are payable as follows:

Properties S
Within one year 1 AR
After one year but within five years 15F 255 R
After five years 5 LAR
Equipment i
Within one year 1E LA
After one year but within five years 1EE5FER

The Group lease certain properties and equipment under operating leases. The
leases run for an initial period of one to twenty five years, with an option to renew
the lease when all terms are renegotiated. Lease payments are usually adjusted
annually to reflect market rentals. None of the leases includes contingent rentals.

REWITHERDE

(d) EEAERRE
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M2017412 8318 » ERA HEERE 4
R RRSEENBERBSENT

2017
HKS Mn B EE T

425
538
112

1,075

2017
HK$ Mn B EET

2016
HK$ Mn BB EET

532
738
248

1,518

2016
HK$ Mn BB BEST

8
16

24

AEBEAEERERABART TYEMR
o MEFHMHI1FE2SF  FIHBRAE

BB EADIGRA

& HENFESERT

BEABURRTERS - MEEHNLTE

FYEHEE o
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(a) Cash and cash equivalents (a) RERERRLER
(i) Components of cash and cash equivalents in the consolidated cash flow statement () EmERERERNRAERERRESE
B e E D
2017 2016

HKS Mn B EERT  HKS Mn BEEETT

Cash and balances with banks and other financial
institutions with original maturity within three JRAHRAIMEA AR S R
months FERATNEAM S REENET 32,371 38,374

Placements with and advances to banks and other
financial institutions with original maturity within ~ RANERIR A31E B IARESRTT &

three months Hth& BB TE 7R R EN 51,189 34,632
Treasury bills with original maturity within three
months JRAEAR 318 A AR B E &5 4,583 996
Certificates of deposit held with original maturity
within three months [RAHAR B3EAARZ HEMTHE 1,269 741
Debt securities with original maturity within three
months [RANERIR 318 B A MM ETS 555 564 658
Add: Cash and balances with banks and other m: eREEREELEEE]
financial institutions included in “Assets (Hia#56) B & RIERITH
held for sale” (Note 56) Hih S BsEnET 4 426
Placements with and advances to banks and
other financial institutions with original [HBEHEEE|FBERAE
maturity within three months included in HARR 318 A ARTEIRIT R
“Assets held for sale” HAth & RS RERTF R R 2R - 14

89,980 75,841



(i) Reconciliation with the consolidated statement of financial position

Cash and balances with banks and other financial

institutions (Note 24)

Placements with and advances to banks and other

financial institutions (Note 25)

Treasury bills, certificates of deposit held and debt

securities

- trading assets (Note 27)

— designated at fair value through profit or loss

(Note 28)
- other assets (Note 36)
— available-for-sale (Note 30)
- held-to-maturity (Note 31)

Add: Cash and balances with banks and other
financial institutions included in “Assets

held for sale” (Note 56)

Placements with and advances to banks and
other financial institutions included in “Assets

held for sale” (Note 56)

Amounts shown in the consolidated statement of

financial position

Less: Amounts with an original maturity of beyond

three months

Cash balance with central bank subject to

regulatory restriction

Cash and cash equivalents in the consolidated

cash flow statement

Bé RIERITRE M S BEER
BE1F(H1F24)
TERAT R fh & RS MV R
B (HT5E25)
BEES - BETNERER
o
—RGBBEEMH27)
—EEARBERNRBAT
EE(f728)
—H &2 (H17236)
— ATk E (f77230)
— R Z B (H7231)

m: BEEMAELEEE]
(Hia#56) MR & RIERITA
Hith & BB V4T

(BB ELEEE PR EERT
REMEBEBOTERRER
(H1#t56)

EEaBRAR RO

B RAHRA3MEA A LR
-
RRER I RIRTTHY
Relr

ESRaReERERANE SR
FRHEELER
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(i) BARAMBARK N

2017
HK$ Mn BEEET

60,670

53,609

3,999

3,879
133
116,734
9,798
134,543

248,826

(130,547)

(28,299)

89,980

2016
HKS Mn B BET

65,720

44,052

3,128

3,330

106,964
5,663
119,085

426

66

229,349

(126,162)

(27,346)

75,841



290 | The Bank of East Asia, Limited | Annual Report 2017

(b) Reconciliation of liabilities arising from financing activities

The table below details changes in the Group's liabilities from financing activities,
including both cash and non-cash changes. Liabilities arising from financing
activities are liabilities for which cash flows were, or future cash flows will be,
classified in the Group’s consolidated cash flow statement as cash flows from

financing activities.

At 1st January 2017 R2017£1A18
Changes from financing cash flows JFEREREHNEE
Issue of certificates of deposit Bl
Issue of debt securites ¥fkEs
Redemption of certificates of deposit

issed BERERE
Redemption of debt securitiesissued  BEIR{TERES
Redemption of loan capital EOREAREEAR
Interest paid on loan capital XIEEAATE
Interest paid on certificates of deposit

ised XBETERERS

Interest paid on debt securities issued (B E{TERERFS

BERARSRNE

Total changes from financing

cash flows 2%
Exchange adjustments A%
Changes in fair value ATEERS
Revaluation under hedge accounting 14 HAMER
Interest expenses FlEI
Total other changes HEaes

At 31st December 2017 R2017%128318

Certificates
of deposit
issued

oEf
HE
HKS Mn
¥R

28,857

74,007

(67,055)

6,952

396
@

288

657

36,466

Debt
securities
issued

BB
EHES
HKS Mn

L

1154

1,367

(1617

(6,250)

97

103

1,007

Loan
capital

BEER
HKS Mn
AYEER

20,608

(8,580)

(8,580)

512

(144)
17

385

12413

Certificates
of deposit
issued
accrued
interest
payable

2%
FaiEz
EitAR

HKS Mn
BR¥EER

97

(663)

(663)

625

625

59

(b) REMEZFHELENEBEZHER
TRIBAEEGRETDELNBEZE
B BRERENFREZEY - REBAT
HELANAEBEEEASENGARRSRER
NP ERHEREEBELENRSMIARRER
EREENEE °

Debt
securities
issued
accrued
interest
payable

BB
EHRE
5l
HKS Mn
¥R

Y]

(106)

(106)

n

n

Loan
capital
accrued
interest
payable

REERZ
EstRI
HKS Mn

E¥EET

261

835

835

176

Interest
rate swaps
held to
hedge
borrowings
(assets)
KAt
AR
kS
aH(5E)
HKS Mn
ELELYR

(434)

56
158

214

(220)

Interest
rate swaps
held to
hedge
borrowings
liabilities
213
HRERH
Gk3-rd
ahEE
HKS Mn
EHEER

760

(635)
37

(598)

162

Total

]
HKS Mn
EEEER

57,345

74,007
1367

(67,055)
(1617
(8,580)

(920)

(663)
(106)

(9,567)

1,005
(604)

51
1,840

229

50,070



The following assets have been pledged as collateral for own liabilities at the end

of the reporting period.

Secured liabilities

Assets pledged:
Loans and advances to customers

Financial assets designated at fair value
through profit or loss

Available-for-sale financial assets

Held-to-maturity investments

REMAEE

BREE
BEEERRBR
EERBABRRNRRATEE
MEREE
AfHESHEE
BEIHHRE

The following balances with banks have been pledged as collateral for securities

borrowings and margin deposits of derivatives.

Cash collateral for borrowed securities

Margin accounts for open futures and
forward contracts

PIEEFREENRSERR
FRERIN IR MR HA A KO0
HREF

These transactions are conducted under terms that are usual and customary to

standard lending and securities borrowing and lending activities.
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RBEMBERE » UTEELERIERS &

B2 K o

2017
HK$ Mn B EET

6,588

1,056

1,189
4,448
194

6,887

IATEIRITHBRE RIEESBERITETS

HREZS ZER® °

2017
HK$ Mn B¥EET

83

1.21

1,294

2016
HK$ Mn BB BEST

6,284

890

249
5,125
194

6,458

/

2016
HK$ Mn B# HE T

1,521

1,521

WER S TR RRIEBEEERR

BHEEZFHET °
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RARCA BRI D 383(1) (d) R A F1 (3
BEENZEN)RA)DEIBRE - AT
EREEERMERR EPRERENT ¢

The aggregate of loans to directors of the Bank and entities connected with
directors disclosed pursuant to Section 383(1)(d) of the Companies Ordinance and
Part 3 of the Companies (Disclosure of Information about Benefits of Directors)
Regulation, are as follows:

2017 2016
HKS Mn B¥EERT HKSMn BREET
Aggregate amount of relevant loans outstanding BEEZRR12A318/
at 31st December R
By the Bank RIRITIEH 1,776 2,316
By subsidiaries L) EEYNGI L= 4 101
1,780 2,417
The maximum aggregate amount of relevant loans ~ FEANEBER Z &abR
outstanding during the year K
By the Bank RIRITIEH 5,385 3,046
By subsidiaries RIE A RE N 7 172
5,392 3,218

20174128318 K2016512 /318 -
REBPARENFE - TARBHZEERE
MBS ©

There was no interest due but unpaid nor any impairment allowance made against
these loans at 31st December, 2017 and 2016.

(a) TREEASHMH
AEEZFBERARHM  SRBEEHE
21 R EE A T AT B RAEM 2270 A
BEXAFATETREFHEENSEL

(a) Key management personnel remuneration
Remuneration for key management personnel of the Group, including amounts
paid to the Bank’s directors as disclosed in Note 21 and certain of the highest paid
employees as disclosed in Note 22, is as follows:

T
2017 2016
HKS Mn B¥EEBT  HKSMn BEEET
Short-term employee benefits KEEERA 165 105

Post-employment benefits EBRWAEH 7 7
Equity compensation benefits R ERH 35 35
207 147
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(b) The Group maintains certain retirement benefit schemes for its staff as per Note  (b) A& @ AHB R4S TR AKRE S -

2(q)(iii). In 2017, the total amount of contributions the Group made to the EE’\\M‘TEZ ()i TR - R2017F A - K;%I
schemes was HK$159 million (2016: HK$165 million). Bz KA EUA B 1.5918 (2016
& : F¥1.65187T)

The Group enters into a number of transactions with the Group’s related parties, NEEEEERATEITEZIARS  ZFA
including its associates, and key management personnel and their close family TEEBEQT &I TRABEEFZ
members and companies controlled or significantly influenced by them. The HE - &%E FEANLEGISAEEEATE
transactions include accepting deposits from and extending credit facilities to NEVRF ° ZERGBEEIXZFALER
them. All interest rates in connection with the deposits taken and credit facilities &ﬁﬁﬂﬁk EE - IBEFERREENT
extended are under terms and conditions normally applicable to customers of = IGRRIE T —RIBEKTER PR ©

comparable standing.

The interest received from and interest paid to the Group's related parties for the FER - REBEWERRREA T PTRERE X F
year, outstanding balances of amounts due from and due to at the year end, and o PIEFLE - RAEF R A LB RFHRR
maximum outstanding balance of amounts due from and due to them during the Eﬁﬁw)\iﬁ’]* B REFEANBBALERS
year are aggregated as follows: REBRR AL ZDFIERLENT ¢
Key management personnel Associates
TEEEAE BENF
2017 2016 2017 2016

HKS Mn BB EET HKSMnESEEET HKSMn B¥EERT  HKMn BREET

Interest income FBHA 103 131 19 19
Interest expense FlEiH 24 2 1 =
Amounts due from BB ATRIR 4,547 7,229 454 648
Amounts due to REMALHFE 2,672 3471 8 87
Maximum amounts due from B ALHRERHK 6,452 9,052 808 718
Maximum amounts due to RBBATHERSHE 7077 7,779 516 491

Committed facilities to BT EERH 1,751 2,710 401 311
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The Bank has adopted Staff Share Option Schemes whereby the Board may at its
discretion grant to any employees of the Group, including Executive Director and
Chief Executive, options to subscribe for ordinary shares of the Bank. All options

were granted for nil consideration.

(a) Particulars of share options

Date of grant
BFEH

05/5/2011(T1)
05/5/2011(T2)
05/5/2011(T3)
10/5/2012(T1)
10/5/2012(T2)
10/5/2012(T3)
03/5/2013(T1)
03/5/2013(T2)
03/5/2013(T3)
02/5/2014(T1)
02/5/2014(T2)
02/5/2014(T3)
04/5/2015(T1)
04/5/2015(T2)
04/5/2015(T3)
08/4/2016(T1)
08/4/2016(T2)
08/4/2016(T3)
07/4/2017(T1)
07/4/2017(T2)
07/4/2017(T3)

Vesting period
B

05/5/2011-04/5/2012
05/5/2011-04/5/2013
05/5/2011-04/5/2014
10/5/2012-09/5/2013
10/5/2012-09/5/2014
10/5/2012-09/5/2015
03/5/2013-02/5/2014
03/5/2013-02/5/2015
03/5/2013-02/5/2016
02/5/2014-01/5/2015
02/5/2014-01/5/2016
02/5/2014-01/5/2017
04/5/2015-03/5/2016
04/5/2015-03/5/2017
04/5/2015-03/5/2018
08/4/2016-07/4/2017
08/4/2016-07/4/2018
08/4/2016-07/4/2019
07/4/12017-06/4/2018
07/4/2017-06/4/2019
07/4/2017-06/4/2020

FITFRMNERREGHEREEE A BB
BHHRRETAEE 2 EMEES @ BEHRT
EERITHRER - URBATEBRRRN, ©

FrE RIS A A E R B o

(a) BEAEFE

Exercise period

TR

05/5/2012-05/5/2017
05/5/2013-05/5/2018
05/5/2014-05/5/2019
10/5/2013-10/5/2018
10/5/2014-10/5/2019
10/5/2015-10/5/2020
03/5/2014-03/5/2019
03/5/2015-03/5/2020
03/5/2016-03/5/2021
02/5/2015-02/5/2020
02/5/2016-02/5/2021
02/5/2017-02/5/2022
04/5/2016-04/5/2021
04/5/2017-04/5/2022
04/5/2018-04/5/2023
08/4/2017-08/4/2022
08/4/2018-08/4/2023
08/4/2019-08/4/2024
07/4/2018-07/4/2023
07/4/12019-07/4/2024
07/4/2020-07/4/2025

Exercise price per share
SRTEE
HK$ 78T

32.00
32.00
32.00
28.99
28.99
28.99
31.40
31.40
31.40
32.50
32.50
32.50
34.15
34.15
34.15
28.45
28.45
28.45
32.25
32.25
32.25



(b) Movement of share options during the period

2017

Date of grant

BFAH

05/5/2011
05/5/2011
05/5/2011
10/5/2012
10/5/2012
10/5/2012
03/5/2013
03/5/2013
03/5/2013
02/5/2014
02/5/2014
02/5/2014
04/5/2015
04/5/2015
04/5/2015
08/4/2016
08/4/2016
08/4/2016
07/42017
07/4/2017
07/4/2017

Total 458

Tranche

#a

T
T2
T3
T
T2
T3
1)
T2
T3
T
T2
T3
™
T2
T3
™
T2
T3
T
T2
T3

Exercise price
per share

BRTEE
HKS B
32.00
32.00
32.00
28.99
28.99
28.99
31.40
31.40
31.40
32.50
32.50
32.50
34.15
34.15
34.15
28.45
28.45
28.45
32.25
32.25
32.25

Outstanding

at 1/1/2017
R20174$1A18
HATE

1,880,000
1,930,000
1,940,000
1,164,000
1,164,000
1,172,000
1,214,000
1,515,000
1,890,000
1,942,000
1,992,000
2,003,500
2,030,000
2,030,000
2,040,000
2,083,000
2,083,000
2,096,500

32,169,000

Number of share options &% H

Granted

ERF

2,130,000
2,130,000
2,140,000

6,400,000

RERTERAF

(b) AR EZ EE

Exercised

B

386,000
441,000

50,000
582,000

50,000
100,000
351,000

50,000
50,000

1,019,000

3,079,000

Lapsed

BAN

1,494,000

1,494,000
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Outstanding

at 31/12/2017
R2017412A318
HATE

1,489,000
1,890,000

582,000
1,114,000
1,172,000
1,114,000
1,164,000
1,890,000
1,942,000
1,942,000
1,953,500
2,030,000
2,030,000
2,040,000
1,064,000
2,083,000
2,096,500
2,130,000
2,130,000
2,140,000

33,996,000
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(b) Movement of share options during the period (continued) (b) AR FE = B B ()

2016 Number of share options ik #E21H
Exercise price Outstanding Outstanding
Date of grant Tranche per share at 1/1/2016 Granted Exercised Lapsed at 31/12/2016
201661418 12016128316
B¥AH #5 BROEE AT ERT BT BAXK AT

HK$ %L

05/5/2011 T 32.00 1,880,000 - - - 1,880,000
05/5/2011 T2 32.00 1,930,000 - - - 1,930,000
05/5/2011 3 32.00 1,940,000 - - - 1,940,000
10/5/2012 T 28.99 1,164,000 = = = 1,164,000
10/5/2012 T2 28.99 1,164,000 - - - 1,164,000
10/5/2012 3 28.99 1,172,000 - - - 1,172,000
03/5/2013 T 31.40 1,214,000 = - = 1,214,000
03/5/2013 T2 31.40 1,880,000 - 365,000 - 1,515,000
03/5/2013 T3 31.40 1,890,000 - - - 1,890,000
02/5/2014 T 32.50 1,942,000 = - - 1,942,000
02/5/2014 T2 32.50 1,992,000 - - - 1,992,000
02/52014 T3 32.50 2,003,500 - - - 2,003,500
04/5/2015 T 34.15 2,030,000 - - - 2,030,000
04/5/2015 T2 34.15 2,030,000 = = = 2,030,000
04/5/2015 T3 34.15 2,040,000 - - - 2,040,000
08/4/2016 T 28.45 - 2,083,000 - - 2,083,000
08/4/2016 T2 2845 = 2,083,000 = = 2,083,000
08/4/2016 T3 28.45 - 2,096,500 - - 2,096,500
Total 8% 26,271,500 6,262,500 365,000 - 32,169,000

(c) No share options were cancelled during the years ended 31st December, 2017 and () #Z2017412A318 &2016412A31H
2016. IR E AL AR A BRI 6
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(d) Details of share options exercised (d) BITHERREFRE
Exercise period Date of grant Number of share options
TR ®TEH RREHE
2017 2016
February 2 A 05/5/2011 (T1) 150,000 -
03/5/2013 (T2) 301,000 -
March 34 05/5/2011 (T1) 20,000 -
May 54 05/5/2011 (T1) 216,000 -
10/5/2012 (T1) 10,000 -
08/4/2016 (T1) 50,000 -
June 68 10/5/2012 (T1) 50,000 -
08/4/2016 (T1) 87,000 -
August 8 A 05/5/2011 (T2) 105,000 -
September 9 A 05/5/2011 (T2) 336,000 -
05/5/2011 (T3) 50,000 -
10/5/2012 (T1) 522,000 -
10/5/2012 (T2) 40,000 -
03/5/2013 (T2) - 365,000
02/5/2014 (12) 50,000 -
02/5/2014 (T3) 50,000 -
08/4/2016 (T1) 882,000 -
October 104 03/5/2013 (T1) 100,000 -
03/5/2013 (T2) 50,000 -
November 11 A 10/5/2012 (T2) 10,000 -
3,079,000 365,000
After the end of the reporting period the directors declared a second interim EFRREHERBERIRESE IR R

dividend. Further details are disclosed in Note 19(a). B o FBEEME19(@)ERE
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The preparation of financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the date of these financial
statements and the reported amounts of revenues and expenses for the years
presented. Changes in assumptions may have a significant impact on the
financial statements in the periods where the assumptions are changed. The
application of assumptions and estimates means that any selection of different
assumptions would cause the Group’s reporting to differ. The Group believes
that the assumptions that have been made are appropriate and that the financial
statements therefore present the financial position and results fairly, in all material
respects.

Management discussed with the Audit Committee the development, selection and
disclosure of the Group's significant accounting policies and estimates and the
application of these policies and estimates.

Key sources of estimation uncertainty

Notes 34, 40 and 46 contain information about the assumptions and their risk
factors relating to goodwill impairment, fair value of share options granted and fair
values of financial instruments. Other key sources of estimation uncertainty are as
follows:

(i) Impairment losses

Loans and advances

Loan portfolios are reviewed periodically to assess whether impairment losses
exist. The Group makes judgement as to whether there is any objective
evidence that a loan portfolio is impaired, i.e. whether there is a decrease
in estimated future cash flows. Objective evidence for impairment includes
observable data that the payment status of borrowers in a group has adversely
changed. It may also include observable data that correlate with defaults
on the assets in the Group. If management has determined, based on their
judgement, that objective evidence for impairment exists, expected future
cash flows are estimated based on historical loss experience for assets with
similar credit risk characteristics. Historical loss experience is adjusted on the
basis of the current observable data. Management reviews the methodology
and assumptions used in estimating future cash flows regularly to reduce any
difference between loss estimates and actual loss experience.

Available-for-sale financial assets and held-to-maturity investments

The Group determines that available-for-sale financial assets and held-to-
maturity investments are impaired when there has been a significant or
prolonged decline in the fair value below its cost. The determination of when
a decline in fair value below its cost is not recoverable within a reasonable
time period is judgmental by nature, so profit and loss could be affected by
differences in this judgement.
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(ii)

Valuation of financial instruments

The Group's accounting policy for valuation of financial instruments is included
in Note 2. The fair value of the financial instruments is mainly based on the
quoted market price on a recognised stock exchange or a price quoted from
a broker/dealer for non-exchanged traded financial instruments. The fair value
of collateralised debt obligations is based on bid prices quoted by reputable
brokers and has been carefully assessed for reasonableness by management.
The fair value of a Special Investment Vehicle (“SIV") is based on its net asset
values as provided by the SIV's manager.

(b) Critical accounting judgements in applying the Group’s accounting
policies
Certain critical accounting judgements in applying the Group’s accounting policies

are described below:

@)

(ii)

Held-to-maturity investments

The Group classifies non-derivative financial assets with fixed or determinable
payments and fixed maturity and where the Group has a positive intention
and ability to hold to maturity as held-to-maturity investments. In making
this judgement, the Group evaluates its intention and ability to hold such
investments till maturity.

If the Group fails to hold these investments to maturity other than for certain
specific circumstances, the Group will have to reclassify the entire portfolio of
held-to-maturity investments as available-for-sale, as such class is deemed to
have been tainted.

This would result in held-to-maturity investments being measured at fair value
instead of at amortised cost.

Recognition of deferred tax assets

The Group recognises deferred tax assets only to the extent that it is probable
that future taxable profits will be available against which the asset can be
utilised. Estimates and judgements are applied in determining the amount of
future taxable profits and the probability that such future taxable profits are
available in the foreseeable future to support recognition of the deferred tax
assets. The Group uses all readily available information, including estimates
based on reasonable and supportable assumptions and projections of revenue
and operating costs, in determining future taxable profits. Changes in these
estimates could significantly affect the timing of deferred tax asset recognition
and the amount of asset recognised.

Certain 2016 comparative figures have been restated to conform to current

year's presentation. Please refer to Consolidated Income Statement, Consolidated
Statement of Financial Position, Notes 4, 7, 13, 23, 29(d) and 45(d) for the effect
of restatement.

(ii)
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On 5th October, 2016, the Bank, NWS Holdings Limited (“NWS Holdings”) and
East Asia Secretaries (BVI) Limited (“East Asia Secretaries”) entered into a share
purchase agreement with Trivium Investment Limited (“Trivium”), a wholly owned
subsidiary of global investment firm, Permira, for the sale of all the issued shares
of Tricor Holdings Limited (“Tricor”) held by East Asia Secretaries to Trivium for a
total consideration of HK$6,470 million. Tricor was 75.61% owned by the Bank
and 24.39% owned by NWS Holdings, in each case through East Asia Secretaries.
On 31st March, 2017, the Bank completed the disposal of Tricor to Trivium.
Following completion of the disposal, the Bank has ceased to hold any equity
interest in Tricor and Tricor has ceased to be a subsidiary of the Bank. A net profit
of HK$3,005 million in respect of the disposal was recorded and included in the
profits attributable to owners of the parent from discontinued operations. Tricor's
operating results are reported as discontinued operations in the consolidated
income statement and the corresponding assets and liabilities as at 31st December,
2016 were presented separately as assets held for sale and liabilities held for sale
respectively in the consolidated financial statements.

On 6th December, 2016, the Bank entered into an agreement to sell its wholly-
owned subsidiary, Shaanxi Fuping BEA Rural Bank Corporation (“BEA Rural Bank")
to Shaanxi Dingbian Rural Commercial Bank Corporation for a total consideration
of RMB24 million. The sale was completed on 22nd May, 2017. BEA Rural Bank’s
assets and liabilities as at 31st December, 2016 were presented separately as assets
held for sale and liabilities held for sale respectively in the consolidated financial
statements.

On 29th November, 2017, the Bank and its wholly-owned subsidiary, Credit Gain
Finance Company Limited entered into an equity transfer agreement with China
Financial Services Holdings Limited for the sale and purchase of all equity interests
in Shenzhen Credit Gain Finance Company Limited (“Shenzhen Credit Gain”),
Chongging Liangjiang New Area Credit Gain Finance Company (“Chongging
Credit Gain”) and Chongging Dongrong Business Consultancy Company
Limited (“Chongging Dongrong”) (“collectively, the “China Disposal”). The total
consideration of the China Disposal is RMB563 million, subject to mutually agreed
adjustments upon completion. The completion of the China Disposal is subject
to the requisite Chinese regulatory approvals. Shenzhen Credit Gain, Chongging
Credit Gain and Chongging Dongrong’s assets and liabilities as at 31st December,
2017 are presented separately as assets held for sale and liabilities held for sale
respectively in the consolidated financial statements.
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The results of discontinued operations for the periods are as follows:

Interest income

Interest expense
Net interest income

Fee and commission income
Fee and commission expense
Net fee and commission income
Net trading losses

Other operating income
Non-interest income

Operating income

Operating expenses

Operating profit before impairment losses

Impairment losses on loans and receivables

Operating profit after impairment losses

Net profit on sale of available-for-sale financial assets

Net profit on sale of discontinued operations
Valuation gains on investment properties

Share of profits less losses of associates

Profit for the year before taxation
Income tax
Current tax
- Hong Kong
- Outside Hong Kong

Profit for the year from discontinued operations

Earnings per share for profit attributable
to the equity holders of the Bank

Basic and diluted

— profit from discontinued operations
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The assets and liabilities of the disposal groups held for sale are summarised below:

ASSETS

Cash and balances with banks and other financial
institutions

Placements with and advances to banks and other
financial institutions

Loans and advances to customers
— Gross loans and advances to customers
— Less: Collective impairment allowance
Available-for-sale financial assets
Investments in associates
Fixed assets
— Investment properties
— Other properties and equipment
Goodwill and intangible assets (Note 34)
Deferred tax assets (Note 37(b))
Other assets
— Accrued interest and other accounts
— Less: Individual impairment allowance

Collective impairment allowance
Assets held for sale

LIABILITIES

Deposits and balances of banks and other financial
institutions

Deposits from customers

Current taxation

Deferred tax liabilities (Note 37(b))
Other liabilities

Liabilities held for sale (Note 38(b))
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9 205
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25 10
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351 2314
- 66
- 40
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- 3
9 299
9 426
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The assets held for sale and liabilities held for sale are summarised below: HAEEHEZEERBERENT ¢
2017 2016
HKS Mn B¥EERT  HKS Mn B EET
Assets held for sale (Note 36) BEEHEREMH36)
Disposal groups held for sale RAELERER 351 2,314
Other properties =Rk /ES 115 192
466 2,506
Liabilities held for sale (Note 38(b)) RBEEHEBE(MH380))

Disposal groups held for sale RAELSHES 9 426
The cumulative income recognised in other comprehensive income relating to B RAFE 1E & B4R BI7E A fth 2 T W as
disposal groups held for sale is as follows: R BTBANT -

2017 2016
HK$ Mn BEEERT  HKS Mn BB EET
Cumulative income recognised in AR 2 EREA 2

other comprehensive income ZEA (34) (61)
The net cash flows incurred by discontinued operations and included in the ERREGARENERMBERIEKLEE
consolidated cash flow statement are as follows: BEERFRERAT ¢

2017 2016

HK$ Mn BEEERT  HKS Mn BB BEET

Operating activities BEEE) - 278
Investing activities REEE - (19)
Financing activities MEED - (91)

Net cash inflow FREMA - 168
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Up to the date of issue of these financial statements, the HKICPA has issued a
number of amendments, new standards and interpretations which are not yet
effective for the year ended 31st December, 2017 and which have not been
adopted in these financial statements. These include the following which may be
relevant to the Group.

HKFRS 9, Financial instruments

(BRBUBREERDEIR 2@ LA/

HKFRS 15, Revenue from contracts with customers

(BBMBREER)E SN EE, 2 A& RIELNKA S

Amendments to HKFRS 2, Share-based payment: Classification and measurement of share-based
payment transactions

RIEK BB BIREERDE2R LR O BERIEZT - UROBERIEZ I ZHHHERTE )]

Amendments to HKAS 40, Investment property: Transfers of investment property

RIEIKEBGTEADFA0N KEYF - KREYEAIEZE]

HK(IFRIC) 22, Foreign currency transactions and advance consideration

ER(ERMBREEANRER S @RB)FE 2%/ B RENAE]

HKFRS 16, Leases

(BBMBREERNE 165 HE/

HK(IFRIC) 23, Uncertainty over income tax treatments

B BRI BREERNREER B @RE)E23WR/ HF5 T EE I AEE]

The Group is in the process of making an assessment of what the impact of these
amendments, new standards and interpretations is expected to be in the period of
initial application. So far it has concluded that the adoption of them is unlikely to
have a significant impact on the consolidated financial statements except for the
following:

HKFRS 9, Financial Instruments
HKFRS 9 is effective for annual periods beginning on or after 1st January,

2018, with early adoption permitted. It replaces HKAS 39 Financial Instruments:
Recognition and Measurement.
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20191818
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The Group applied HKFRS 9 initially on 1st January, 2018. Based on assessments
undertaken to date, the total estimated adjustment (before tax) of the adoption
of HKFRS 9 on the opening balance of the Group’s equity at 1st January, 2018 is
approximately HK$0.5 billion, representing:

e a reduction of approximately HK$0.4 billion related to impairment
requirements (see (ii)); and

e a reduction of approximately HK$0.1 billion related to classification and
measurement requirements, other than impairment (see (i) and (iii)), primarily
due to the reversal of unrealised gains from the reclassification of available-
for-sale financial assets to amortised cost as the Group intends to collect the
contractual cash flows of these portfolios.

The relevant impact from deferred tax and associates to the Group’s equity is
estimated to be immaterial.

The overall impact on Common Tier 1 Capital Ratio is estimated to be reduced by
18 bps.

The above assessment is preliminary because not all transition work has been
finalised. The actual impact of adopting HKFRS 9 on 1st January, 2018 may change
because:

e the relevant tax impact arising from the implementation of the new accounting
standard is still subject to clarification on the tax treatment by local tax
authority;

e the Group is refining and finalising its models for Expected Credit Losses (ECLs)
calculations; and

e the new accounting policies, assumptions, judgements and estimation
techniques employed are subject to change until the Group finalises its first
financial statements that include the date of initial application.

(i) Classification — Financial assets
HKFRS 9 contains a new classification and measurement approach for financial
assets that reflects the business model in which assets are managed and their
cash flow characteristics.

HKFRS 9 includes three principal classification categories for financial assets:
measured at amortised cost, FVOCI and FVTPL. It eliminates the existing HKAS
39 categories of held to maturity, loans and receivables and available for sale.
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HKFRS 9, Financial Instruments (continued)

0

Classification — Financial assets (continued)
A financial asset is measured at amortised cost if it meets both of the following
conditions and is not designated as at FVTPL:

e it is held within a business model whose objective is to hold assets to
collect contractual cash flows; and

e its contractual terms give rise on specified dates to cash flows that are
solely payments of principal and interest (SPPI) on the principal amount
outstanding.

A financial asset is measured at FVOCI only if it meets both of the following
conditions and is not designated as at FVTPL:

e it is held within a business model whose objective is achieved by both
collecting contractual cash flows and selling financial assets; and

e its contractual terms give rise on specified dates to cash flows that
are solely payments of principal and interest on the principal amount
outstanding.

On initial recognition of an equity investment that is not held for trading, the
Group may irrevocably elect to present subsequent changes in fair value in
OCI. This election is made on an investment-by- investment basis.

All financial assets not classified as measured at amortised cost or FVOCI as
described above are measured at FVTPL. In addition, on initial recognition
the Group may irrevocably designate a financial asset that otherwise meets
the requirements to be measured at amortised cost or at FVOCI as at FVTPL
if doing so eliminates or significantly reduces an accounting mismatch that
would otherwise arise.

A financial asset is classified into one of these categories on initial recognition.
See (viii) for the transition requirements relating to classification of financial
assets.

Under HKFRS 9, derivatives embedded in contracts where the host is a financial
asset in the scope of HKFRS 9 are not separated. Instead, the hybrid financial
instrument as a whole is assessed for classification.
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Impact assessment
The standard will affect the classification and measurement of financial assets
held as at 1st January, 2018 as follows:

e Trading assets and derivative assets held for risk management, which are
classified as held-for-trading and measured at FVTPL under HKAS 39, will
also be measured at FVTPL under HKFRS 9.

e Trade bills, loans and advances to banks and to customers that are
classified as loans and receivables and measured at amortised cost under
HKAS 39 will in general also be measured at amortised cost under HKFRS
9, save that the portfolios of forfaiting and draft discount business which
are managed within a business model whose objective is achieved by both
collecting contractual cash flows and selling will be measured at FVOCI.

e Held-to-maturity investment securities measured at amortised cost under
HKAS 39 will in general also be measured at amortised cost under HKFRS 9,
save that a small portfolio of investment securities which the contractual
cash flows do not meet the SPPI criterion will be measured at FVTPL.

e Debt investment securities that are classified as available-for-sale under
HKAS 39 may, under HKFRS 9, be measured at amortised cost, FVOCI or
FVTPL, depending on the particular circumstances.

e Investment securities that are designated as at FVTPL under HKAS 39 will
in general continue to be measured at FVTPL under HKFRS 9.

e The majority of the equity investment securities that are classified as
available-for-sale under HKAS 39 will be measured at FVTPL under HKFRS
9. However, some of these equity investment securities are held for long-
term strategic purposes and will be designated as at FVOCI on 1st January,
2018.

The Group has estimated that, on the adoption of HKFRS 9 at 1st January,
2018, the impact of these changes (before tax) is a reduction in the Group’s
equity of approximately HK$0.1 billion.
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HKFRS 9, Financial Instruments (continued)

(i) Impairment — Financial assets, loan commitments and financial guarantee

contracts
HKFRS 9 replaces the ‘incurred loss” model in HKAS 39 with a forward-looking
‘expected credit loss’ model.

The new impairment model applies to the following financial assets that are
not measured at FVTPL:

— Debt instruments;

— Lease receivables; and

— Loan commitments and financial guarantee contracts issued (previously,
impairment was measured under HKAS 37 Provisions, Contingent
Liabilities and Contingent Assets).

Under HKFRS 9, no impairment loss is recognized on equity investments.

HKFRS 9 requires a loss allowance to be recognized at an amount equal to
either 12-month ECLs or lifetime ECLs. Lifetime ECLs are the ECLs that result
from all possible default events over the expected life of a financial instrument,
whereas 12-month ECLs are the portion of ECLs that result from the default
events that are possible within the 12 months after the reporting date.

The Group will recognize loss allowances at an amount equal to 12-month
ECLs, except in the following cases, for which the amount recognized will be
lifetime ECLs:

— A financial asset that is determined as “credit-impaired” at the reporting
date; or

— A financial asset that is classified as “special-mention” at the reporting
date; or
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— A financial asset for which credit risk is considered to have a significant
increase since initial recognition and is not deemed with low credit risk at
the reporting date. The Group will deem that a non-retail financial asset
is with low credit risk if its internal credit risk grade is equivalent to the
globally understood definition of “investment-grade”. The Group will
deem that a retail financial asset is with low credit risk if its internal credit
risk grade is benchmarking with a rating in credit bureau that will be
accepted by the Group for setting normal pricing.

The impairment requirements of HKFRS 9 are complex and require management
judgments, estimates and assumptions, particularly in the following areas,
which are discussed in detail below:

— Assessing whether the credit risk of an asset has increased significantly
since initial recognition; and

— Incorporating forward-looking information into the measurement of ECLs.

Measurement of ECLs
ECLs are a probability-weighted estimate of credit losses and will be measured
as follows:

— Financial assets that are not credit-impaired at the reporting date: the
present value of all cash shortfalls — i.e. the difference between the cash
flows due to the Group in accordance with the contract and the cash
flows the Group expects to receive;

— Financial assets that are credit-impaired at the reporting date: the
difference between the gross carrying amount and the present value of
the estimated future cash flows.

— Undrawn loan commitments: the present value of the difference between
the contractual cash flows that are due to the Group if the commitment is
drawn down and the cash flows that the Group expects to receive; and

— Financial guarantee contracts: the present value of the expected payments
to reimburse the holder less any amount that the Group expects to
recover.

Financial assets that are credit-impaired are defined by HKFRS 9 in a similar
way to financial assets that are impaired under HKAS 39.
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HKFRS 9, Financial Instruments (continued)

(i) Impairment — Financial assets, loan commitments and financial guarantee

contracts (continued)

Definition of default

The Group will consider a financial asset to be in default or credit-impaired
under HKFRS 9, in a similar way under HKAS 39, when:

— the borrower is unlikely to pay its credit obligations to the Group in full,
without recourse by the Group to actions such as realizing collateral (if any
is held); or

— the borrower is more than 90 days past due on any material credit
obligation to the Group. Overdrafts are considered past due once the
borrower has breached an advised limit or been advised of a limit that is
smaller than the current amount outstanding.

The definition is largely consistent with the loan classification system required
to be adopted for reporting to the HKMA for loans and advances.

Significant increase in credit risk

The Group has established a framework to determine whether the credit
risk on a particular financial asset has increased significantly since initial
recognition. The framework aligns with the Group’s internal credit risk
management process.

The Group will allocate each exposure to a credit risk grade that is determined
to be predictive of the risk of default. Each exposure will be allocated to a
credit risk grade on initial recognition based on available information about the
borrower. Exposures will be subject to ongoing monitoring, which may result
in an exposure being moved to a different credit risk grade when the risk of
asset changes. The Group will primarily identify whether a significant increase
in credit risk under HKFRS 9 has occurred for an exposure by comparing:

— the credit risk grade at the reporting date; with

— the credit risk grade at the initial recognition of the exposure.

The Group will deem the credit risk of a particular exposure to have increased
significantly since initial recognition if the current credit risk grade deteriorates
by a pre-determined number of notches. The criteria for determining the
number of notches may vary by portfolio and include a backstop based on
delinquency.
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As a backstop, and as required by HKFRS 9, the Group will presumptively
consider that a significantly increase in credit risk occurs no later than when an
asset is more than 30 days past due.

The Group will monitor the effectiveness of the criteria used to identify
significant increases in credit risk by regular review to confirm that:

— the criteria are capable of identifying significant increase in credit risk
before an exposure is in default;

— exposures are not generally transferred directly from 12-month ECL
measurement to credit-impaired; and

— there is no unwarranted volatility in loss allowance from transfers between
12-month ECL and lifetime ECL measurements.

Inputs into measurements of ECLs
The key inputs into the measurement of ECLs are likely to be the following
variables:

—  Probability of Default (PD);
— Loss given default (LGD); and
— Exposure at default (EAD).

These parameters will be derived from internally developed statistical models
using internal and external data. They will be adjusted to reflect forward-
looking information.

For portfolios in respect of which the Group has limited historical data, external
benchmark information will be used.

PD estimates will be based on internal rating models tailored to the various
categories of counterparties and exposures. These PD estimates will be based
on internally compiled data comprising both quantities and qualitative factors.
PD estimates of certain portfolios of exposure with external ratings will be
derived based on the historical default rates of external ratings.

LGD is the magnitude of the likely loss if there is a default. The Group will
estimate LGD parameters based on the history of recovery rates of claims
against defaulted counterparties. LGD estimates will be calibrated for different
economic scenarios, to reflect possible changes in collateral values. They will
be calculated on a discounted cash flow basis using the effective interest rate
as the discounting factors. When internal data is not available, LGD will be
estimated based on the externally published statistics of historical recoveries
and calibrated for economic scenarios.
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HKFRS 9, Financial Instruments (continued)

(i) Impairment — Financial assets, loan commitments and financial guarantee

contracts (continued)

EAD represents the expected exposure in the event of a default. The EAD
of a financial asset will be the gross carrying amount at default. For lending
commitments and financial guarantees, the EAD will consider both the amount
drawn and the estimated potential future amounts that may be drawn.

For retail portfolios, modeling of parameters are carried out on collective basis
and the financial assets are grouped on the basis of shared risk characteristics
that include:

— Instrument type;

— Collateral type;

— Geographical location

The groupings will be subject to regular review to ensure that exposures within
a particular group remain appropriately homogeneous.

Forward-looking information

Under HKFRS 9, the Group will incorporate forward-looking information into
its measurement of ECLs. The Group will formulate a ‘baseline’ view of the
future direction of relevant economic variables and a representative range of
other possible forecast scenarios based on advice from the economic experts
and consideration of a variety of external actual and forecast information. This
process will involve developing multiple economic scenarios and considering
the relative probabilities of each outcome. External information may include
economic data and forecast published by governmental bodies and monetary
authorities in the countries where the Group operates.

The “baseline” view will represent a most-likely outcome. The other scenarios
will represent more optimistic and more pessimistic outcomes.

The Group has identified key drivers of credit risk and credit losses for each
portfolio of financial assets and, using an analysis of historical data, has
estimated relationship between macro-economic variables and credit risk and
credit losses.
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(iii

=

Impact assessment

The most significant impact on the Group’s financial statements from the
implementation of HKFRS 9 is expected to result from the new impairment
requirement.

The Group has estimated that, on the adoption of HKFRS 9 at 1st January
2018, the impact of the increase in loss allowance (before tax) will be
approximately HK$0.4 billion.

Classification — Financial liabilities
HKFRS 9 largely retains the existing requirements in HKAS 39 for the
classification of financial liabilities.

However, under HKAS 39 all fair value changes of financial liabilities
designated as at FVTPL are recognised in profit or loss, whereas under HKFRS 9
these fair value changes will generally be presented as follows:

e the amount of the change in the fair value that is attributable to changes
in the credit risk of the liability will be presented in OCI; and

e the remaining amount of the change in the fair value will be presented in
profit or loss.

The Group has designated debt securities issued as at FVTPL when it
holds related derivatives at FVTPL and designation therefore eliminates or
significantly reduces an accounting mismatch that would otherwise arise.
At 31st December 2017, the accumulated loss in fair value attributable to
changes in credit risk of these liabilities was HK$7 million and was recognised
in profit or loss under HKAS 39. On the adoption of HKFRS 9, such changes in
fair value will be recognised in OCI. Although the amount recognised in OCI
each year will vary, the cumulative amount recognised in OCI will be nil if the
designated liabilities are repaid at maturity.
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HKFRS 9, Financial Instruments (continued)

(iv) Derecognition and contract modification

(vi

=

HKFRS 9 incorporates the requirements of HKAS 39 for the derecognition of
financial assets and financial liabilities without substantive amendments

However, it contains specific guidance for the accounting when the
modification of a financial instrument not measured at FVTPL does not result
in derecognition. Under HKFRS 9, the Group will recalculate the gross carrying
amount of the financial asset (or the amortised cost of the financial liability)
by discounting the modified contractual cash flows at the original effective
interest rate and recognise any resulting adjustment as a modification gain
or loss in profit or loss. Under HKAS 39, the Group does not recognise any
gain or loss in profit or loss on modifications of financial liabilities and non-
distressed financial assets that do not lead to their derecognition.

The Group expects an immaterial impact from adopting these new
requirements.

Hedge accounting

When initially applying HKFRS 9, the Group may choose as its accounting
policy to continue to apply the hedge accounting requirements of HKAS 39
instead of the requirements in Chapter 6 of HKFRS 9. The Group has elected
to continue to apply HKAS 39. However, the Group will provide the expanded
disclosures on hedge accounting introduced by HKFRS 9’s amendments
to HKFRS 7 Financial Instruments: Disclosures because the accounting
policy election does not provide an exemption from these new disclosure
requirements.

Disclosures
HKFRS 9 will require extensive new disclosures, in particular about hedge
accounting, credit risk and ECLs.
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(vii) Impact on capital planning

According to the regulatory requirements stipulated by the HKMA, the impact
of implementation of the HKFRS 9 on regulatory capital will be fully recognized
on 1st January, 2018. The principal impact on the Group's regulatory capital
arises from the difference in specific provisions for loans and advances to
customers estimated under HKAS 39 and HKFRS 9, and the increased coverage
under HKFRS 9.

Under current regulatory requirements, banks are required to maintain a
regulatory reserve for general banking risks and impairment provisions are
dealt with differently depending on the credit risk-weighting approach applied.

e |RB approach — Majority of the Group’s assets which are subject to
provisioning under HKFRS 9 are risk-weighted using IRB approach. For
IRB portfolios, any shortfall between eligible provisions (being the sum
of accounting provisions and regulatory reserve) and regulatory expected
losses is deducted from CET1 capital and any excess is added back to Tier
2 capital (up to a certain limit).

e Standardised approach — Assets risk-weighted using the standardised
approach constitute only a minor portion of the Group’s total assets.
While all accounting provisions and regulatory reserve for portfolios under
standardised approach are deducted from CET1 capital, general provisions
and regulatory reserve are added back to Tier 2 capital (up to a certain
limit).

The Group's assessment indicates that the aggregate impact on regulatory
capital of the implementation of HKFRS 9 for both the IRB and standardised
portfolios will be a reduction in CET1 capital of approximately HK$0.9 billion
and a reduction in total capital of approximately HK$0.4 billion as at 1st
January, 2018.
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HKFRS 9, Financial Instruments (continued)

(viii) Transition
Changes in accounting policies resulting from the adoption of HKFRS 9 will
generally be applied retrospectively, except as described below.

e The Group will take advantage of the exemption allowing it not to restate
comparative information for prior periods with respect to classification and
measurement (including impairment) changes. Differences in the carrying
amounts of financial assets and financial liabilities resulting from the
adoption of HKFRS 9 will generally be recognised in retained earnings and
reserves as at 1st January, 2018.

e The following assessments have to be made on the basis of the facts and
circumstances that exist at the date of initial application.

e The determination of the business model within which a financial asset
is held.

e The designation and revocation of previous designations of certain
financial assets and financial liabilities as measured at FVTPL.

e The designation of certain investments in equity instruments not held
for trading as at FVOCI.

e For a financial liability designated as at FVTPL, the determination of
whether presenting the effects of changes in the financial liability’s
credit risk in OCl would create or enlarge an accounting mismatch in
profit or loss.

e |f a debt investment security has low credit risk at 1st January, 2018, then
the Group will determine that the credit risk on the asset has not increased
significantly since initial recognition.
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HKFRS 16, Leases

As disclosed in Note 2(l), currently the Group classifies leases into finance leases
and operating leases and accounts for the lease arrangements differently,
depending on the classification of the lease. The Group enters into some leases as
the lessor and others as the lessee.

HKFRS 16 is not expected to impact significantly on the way that lessors account
for their rights and obligations under a lease. However, once HKFRS 16 is adopted,
lessees will no longer distinguish between finance leases and operating leases.
Instead, subject to practical expedients, lessees will account for all leases in
similar way to current finance lease accounting, i.e. at the commencement date
of the lease the lessee will recognise and measure a lease liability at the present
value of the minimum future lease payments and will recognise a corresponding
“right-of-use” asset. After initial recognition of this asset and liability, the lessee
will recognise interest expense accrued on the outstanding balance of the lease
liability, and the depreciation of the right-of-use asset, instead of the current policy
of recognising rental expenses incurred under operating leases on a systematic
basis over the lease term. As a practical expedient, the lessee can elect not to apply
this accounting model to short-term leases(i.e. where the lease term is 12 months
or less) and to leases of low-value assets, in which case the rental expenses would
continue to be recognised on a systematic basis over the lease term.

HKFRS 16 will primarily affect the Group’s accounting as a lessee of leases for
properties, plant and equipment which are currently classified as operating leases.
The application of the new accounting model is expected to lead to an increase in
both assets and liabilities and to impact on the timing of the expense recognition
in the income statement over the period of the lease. As disclosed in Note 47(d),
at 31st December, 2017 the Group’s future minimum lease payments under non-
cancellable operating leases amount to HK$1,075 million and HK$7 million for
properties and equipments respectively, the majority of which is payable either
between 1 and 5 years after the reporting date or in more than 5 years. Some
of these amounts may therefore need to be recognised as lease liabilities, with
corresponding right-of-use assets, once HKFRS 16 is adopted. The Group will need
to perform a more detailed analysis to determine the amounts of new assets and
liabilities arising from operating lease commitments on adoption of HKFRS 16,
after taking into account the applicability of the practical expedient and adjusting
for any leases entered into or terminated between now and the adoption of HKFRS
16 and the effects of discounting.
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION
FAEEEHEMEBEREH

The following information is disclosed as part of the accompanying information to the VAN FTHR EE #9& £ 2 B 7B 5 4Rk B0 i 7 & K i
financial statements and does not form part of the audited financial statements. WK B BB SRR 2 — 55 ©

The preparation of supplementary financial information is in accordance with the — ##lf7e 8 15 &R RARIBCIRT 5 (B EE ) RAID K
Banking (Disclosure) Rules and consolidated supervision arrangement approved by the —~ £EREZENGFAEER, ©

HKMA.

(1)CAPITAL ADEQUACY BEX %R

2017 2016
HKS Mn B¥EHET  HKSMn BREET
Capital base AR AR EL
— Common Equity Tier 1 capital —LERE—RER 72,786 62,780
— Additional Tier 1 capital —HIN—RER 10,666 7,142
— Total Tier 1 capital ——RBREE 83,452 69,922
— Tier 2 capital ——REXR 14,672 20,360
— Total capital —EABEE 98,124 90,282
Risk weighted assets by risk type [ R e & EE KR R
~ Credit risk —FERR 496,034 477,065
— Market risk —TiEER 28,161 14,981
— Operational risk —EERR 31,005 29,267
555,200 521,313
Less: Deductions B Bk (3,332 (3,014)
551,868 518,299
2017 2016
% BOE % BOX
Common Equity Tier 1 capital ratio TR — AR E 13.2 12.1
Tier 1 capital ratio S NS 15.1 13.5
Total capital ratio MBI = 17.8 17.4
Capital adequacy ratios are compiled in accordance with the Capital Rules issued BT R LR TIRIESE BATEMNCE AR
by the HKMA. In accordance with the Capital Rules, the Bank has adopted the AIEtE o RIBCEARRAID - RITBIEZRM
foundation internal ratings-based approach for the calculation of the risk-weighted [ ERAETREEN X FHEEERRZ
assets for credit risk and the internal models approach for the calculation of market BB NEEE - [ NSRRIt EmS

risk and standardised approach for operational risk. B R [ERE L [t E B R R o



The basis of consolidation for regulatory purposes is different from the basis of
consolidation for accounting purposes. Subsidiaries included in consolidation for
regulatory purposes are specified in a notice from the HKMA in accordance with
Section 3C of the Capital Rules. Subsidiaries not included in consolidation for
regulatory purposes are non-financial companies and the securities and insurance
companies that are authorised and supervised by a regulator and are subject
to supervisory arrangements regarding the maintenance of adequate capital
to support business activities comparable to those prescribed for authorised
institutions under the Capital Rules and the Banking Ordinance. The Bank’s
shareholdings in these subsidiaries are deducted from its Tier 1 capital and Tier 2
capital subject to the thresholds and transitional arrangements as determined in
accordance with Part 3 and Schedule 4H of the Capital Rules respectively.

The list of subsidiaries that are not included in consolidation for regulatory
purposes are:
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VAT B BB R B R B R R R E ik 2 4R

AHHA

Name of company

AR EHE

Ample Delight Limited
AR BRAR
BC (BVI) Holdings Limited

BEA Blue Sky Company Limited

BEA Blue Sky Real Estate Fund L.P.

BEA Blue Sky SLP Limited

BEA Consortium GS Investors L.P.

BEA Insurance Agency Limited
RuRBRRERR AT

BEA Life Limited
REASRBERAR

BEA Pacific Asia Limited

BEA Union Investment Management Limited
ROMEREERERAA

Nature of business

EHME

Investment holding

REER

Investment holding

REER

Acting as the sole general partner to
BEA Blue Sky Real Estate Fund L.P.

tHfE BEA Blue Sky Real Estate Fund
LPE—EBERA

Acting as a limited partner for the
purpose of making investment in a
China real estate fund

HEE-AREEAEARERETH
N—FEHEES

Acting as a special limited partner to

BEA/AGRE China Real Estate Fund L.P.

H!£ BEAVAGRE China Real Estate Fund
LPEARBREEAHA

Acting as a limited partner for the
purpose of making investment in
private equity fund

HERREEEEARERE TS
E:%a

Insurance

R

Life insurance
ASRR

Dormant

TNEE

Asset management
EEERE

Total assets Total equity
BEAHE RERESAHE

HKS Mn B¥EERT  HKS Mn B¥EER
364 364

16 16

1 —

96 92

71 71

15,422 1,604

576 518
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Name of company
DEEH

Blue Care (BVI) Holdings Limited

Blue Care JV (BVI) Holdings Limited

Blue Care Medical Services Limited
ERBERBARRAR

Blue Cross (Asia-Pacific) Insurance Limited
ETF(EN)RBREB AR

Central Town Limited

EREEERAR

Century Able Limited

FEREERAR

Nature of business

EBME

Investment holding
REEK
Investment holding
REZER
Medical services
BERS
Insurance

R

Property investment
MEIRE
Investment holding

RARR

Chongging Dongrong Business Consultancy Company Business consultancy services

Limited
EEMRAEBHAARAR
Citiview Capital Limited
Corona Light Limited
Crystal Gleaming Limited
Dean Street Property Limited
Dragon Jade Holdings Company Limited
HEERERAT
EA Securities Limited
East Asia Financial Services (BVI) Ltd.
East Asia Futures Limited

REHEERAA

East Asia Indonesian Holdings Limited

East Asia International Trustees Holdings (BVI) Limited

East Asia International Trustees Limited

East Asia Properties Holding Company Limited

REMFERBRAF

East Asia Property Agency Company Limited

RENEREERAR

R AR

Acting as the general partner and limited
partner of a limited partnership

HELBEEAREBREEEEA

Investment holding

REZER

Investment holding

REER

Property development

MEER

Investment holding

REE

Investment holding

REZER

Investment holding

REER

Futures and options trading

HELHERS

Investment holding

REZER

Investment holding

REEK

Trustee services

E7EIRT

Investment holding

REZER

Property agency

MERE

Total assets
BEHE
HKS Mn B EE T

16

20

49

3,297

761

106

930

930

29

1,127

61

131

20

Total equity
RREREE
HKS$ Mn B8 HET

16

17

38

890

571

106

930

930

28

60

131

10

16

(62)

17



Name of company

DRIER

East Asia Property Holdings (Jersey) Limited

East Asia Qianhai Holdings Company Limited

East Asia Secretaries (BVI) Limited

East Asia Secretaries Limited

REWERRRA

East Asia Securities Company Limited

REFHERAA

East Asia Strategic Holdings Limited

Golden Empire International Inc.

High Town Limited

Leader One Limited

Manchester Property Holdings Ltd.

Quantum Hong Kong Holdings Company
Limited

EREBERBRAR

Red Phoenix Limited

Shaftesbury Property Holdings Limited

Shaftesbury Property Investments Limited

Shanghai Lingxie Business Consulting Co. Ltd.

LA HAARAR

Silver River International Limited

Silver Sunlight Limited

Skyray Holdings Limited

Speedfull Limited

The Bank of East Asia (Nominees) Limited
RORITXAREBRAR]

Nature of business

EHME

Property holding
MERE
Investment holding
REZER
Investment holding
REZER
Secretarial services
WE MR
Securities broking
Investment holding
REER

Property investment
MERE
Investment holding
REER
Investment holding
REER

Property holding
ESELE
Investment holding
REER

Leasing of motor vehicles

AEHE

Investment holding

REZER

Investment holding

REER

Business information consulting,
corporate management consulting

BREMHR - PEEHEES

Acting as the general partner and limited
partner of a limited partnership

HELBEEARBREEEEA

Acting as the general partner of a
limited partnership

HEEBERA

Investment holding

REER

Investment holding

REER

Nominee services

RN E RS

RERTERAF

Total assets
BEESE
HK$ Mn B EHET

29

216

1,428

35

203

105

67

216

75

450

450

2017 F %) | 321

Total equity
RERESAHE
HKS Mn B¥EE T

29

216

929

203

105

67

216

450

450
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Name of company
DEEH

The Bank of East Asia (Nominees) Private Limited

Nature of business

EBME

Trustee, fiduciary and custody services

15t~ KB KBRS

Travelsafe Limited Dormant
TEE
Tung Shing Holdings (BVI) Limited Investment holding
REZER
U Care Hong Kong Medical Limited Medical services
HEEREEARAR EERE
United Chinese (Nominee) Limited Dormant
TEE

There are no subsidiaries which are included within both the accounting scope of
consolidation and the regulatory scope of consolidation but where the method of
consolidation differs at 31st December, 2017.

There are no subsidiaries which are included within the regulatory scope of
consolidation but not included within the accounting scope of consolidation at
31st December, 2017.

There are no relevant capital shortfalls in any of the Group's subsidiaries as at 31st
December, 2017 (31st December, 2016: Nil) which are not included in the Group’s
consolidation for regulatory purposes.

The Group operates subsidiaries in a number of countries and territories where
capital is governed by local rules and there may be restrictions on the transfer of
regulatory capital and funds between members of the banking group.

For the purpose of compliance with the Banking (Disclosure) Rules, the Group has
established a section on the Bank’s website. Additional information relating to the
Group's regulatory capital and other disclosures can be found in this section of the
Bank’s website, accessible through the “Regulatory Disclosure” link on the home
page of the Bank’s website at www.hkbea.com or at the following direct link:
www.hkbea.com/regulatory_disclosures.

Total assets Total equity
EERE RREREE

HK$ Mn B¥HEx  HKS Mn B¥EER
22 (13)

TARBCERBEEREETHBEREEHE
FARBRMNIEBAR - MR20174612831H
Hig& st 87 AR TR

M2017612R318 * W REWBRAEE
BERERERRZEEREY RBEER
EEH R ZREEA °
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Average liquidity coverage ratio THREMEEL X
— First quarter ===
— Second quarter —F=F
— Third quarter —F=F
— Fourth quarter —EE

The LCR is calculated in accordance with the Banking (Liquidity) Rules effective
from 1st January, 2015. The information for the regulatory disclosure can be found
on the Bank’s website accessible through the “Regulatory Disclosure” link on the
home page of the Bank’s website at www.hkbea.com or at the following direct
link: www.hkbea.com/regulatory_disclosures.

The Bank held an amount of HKD-denominated level 1 assets that was not less
than 20% of its HKD-denominated total net cash outflows. There is no significant
currency mismatch in the Bank’s LCR at respective levels of consolidation.

The information on international claims discloses exposures to foreign
counterparties on which the ultimate risk lies, and is derived according to the
location of the counterparties after taking into account any recognised risk
transfer. In general, such transfer of risk takes place if the claims are guaranteed
by a party in a country which is different from that of the counterparty or if the
claims are on an overseas branch of a bank whose head office is located in another
country. Only countries constituting 10% or more of the aggregate international
claims after taking into account any recognised risk transfer are disclosed.
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2017 2016
% AR % AAE
150.7 151.3
129.5 141.2
136.5 133.5
151.7 137.2
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Banks
#1T

HKS Mn
BEEET

35,973
8,137
4171

34,511

25,081

Banks

#17

HK$ Mn
BEBET

18,381
6,921
4,260

23,712
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Counterparty country/ RGHFHER
jurisdiction AAEER
Developed countries PTEER
Offshore centres 322
- of which: Hong Kong —He : HE
Developing Asia and Pacific ERAMDMA
AT
- of which: China —Hrp i
AR£AE
Counterparty country/ RGHFHER
jurisdiction AFEER
Developed countries PEER
Offshore centres BEET L
- of which: Hong Kong —Edh: Fi
Developing Asia and Pacific ERAMDNA
AT
- of which: China —Erp i
AREAE

10,494

Official
sector

=50
HKS$ Mn
BEEER

1,001
1,419
1,415

4,355

4,132

Official
sector
BEAEM
HK$ Mn
BRBET

4,476
544
540

3,706

3,517

2017
Non-bank private sector
FRTIERIE
Non-bank
financial Non-financial
institutions private sector
FROSHMBE FERLERE
HKS$ Mn HKS$ Mn
REEELT E¥EER
6,562 14,937
5,336 75,095
4,902 64,666
8,886 82,256
7,636 75,380
2016
Non-bank private sector
JERATRL &Mt
Non-bank
financial  Non-financial
institutions  private sector
ERITE R ORI LK
HK$ Mn HK$ Mn
BERET  ABEER
6,906 10,251
3,737 76,943
3,606 65,877
8978 96,198
8,831 89,147

The above figures are computed in accordance with the HKMA's guidelines on
the return of international banking statistics and the Banking (Disclosure) Rules in
respect of the reporting period on the consolidated basis.

Others
Hity

HKS Mn
BEBER

Others
Hit

HK$ Mn
BERET

Total claims
“m

HK$ Mn
BYBEET

58,473
89,987
75,160

130,008

112,229

Total claims
ek

HK$ Mn
BERET

40,014
88,145
74,283

132,594

111,989

A ESHTRRREERBEBRIRITESLRE
Rl e Rk H015 5| RIRFRCIRTT 5 (B ER ) 8 A1)
NIRERIRR S EESE o



The table below summaries the non-bank Mainland China exposure of the Bank’s

Hong Kong Office and the Bank’s Mainland subsidiary banks categorised by types

of counterparties:

Type of counterparties

1. Central government, central government-
owned entities and their subsidiaries and joint

ventures

2. Local governments, local government-owned
entities and their subsidiaries and joint ventures

3.PRC nationals residing in Mainland China or
other entities incorporated in Mainland China
and their subsidiaries and joint ventures

4. Other entities of central government not
reported in item 1 above

5. Other entities of local governments not
reported in item 2 above

6. PRC nationals residing outside Mainland China
or entities incorporated outside Mainland China
where the credit is granted for use in Mainland

China

7.Other counterparties where the exposures are
considered by the reporting institution to be
non-bank Mainland China exposures

Total

Total assets after provision

On-balance sheet exposures as percentage of

total assets

RS F R

1LRREAT - BRREFES 2
BERANBELRARAELE

27T - BHABEEE 2
KEEENBARRSELE
3 EEPEANTEARTA
RS REEA L 2 At
BEMBARRAERE

4. I B ()RR S A R
B Bt

5. WER L2 BARE LT
B EtsiE

6. B ERSMIT R ARSKR
BONE 2 EAAgHE - HReh
Bt zEE

7. Bt IER A IERTER
BB

i

ARREREEE

BERBRAZERAE
TEREERLY]

On-balance

sheet exposure
BEEER
AR

HK$ Mn B¥EET

34,580

21,731

156,875

4,783

3,361

5,130

39,565
266,025

746,108

35.7%
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TRBARTEEREELBANBRITZ

FESRTTHY o B Ay it R B A HE

BT

2017
Off-balance
sheet exposure
BEEER
BMIEER

BER5HFE
Total
g

HKS Mn B¥EET HKSMnE%EER

4,616

662

4,068

431

23

315

3,493

13,608

39,196

22,393

160,943

5214

3,384

5,445

43,058

279,633
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The Bank of East Asia, Limited

Type of counterparties

1. Central government, central government-
owned entities and their subsidiaries and joint

ventures

2. Local governments, local government-owned
entities and their subsidiaries and joint ventures

3.PRC nationals residing in Mainland China or
other entities incorporated in Mainland China
and their subsidiaries and joint ventures

4. Other entities of central government not
reported in item 1 above

5. Other entities of local governments not
reported in item 2 above

Annual Report 2017

6. PRC nationals residing outside Mainland China 6. E{EREEIMFEARHRN

or entities incorporated outside Mainland China
where the credit is granted for use in Mainland

China

7.Other counterparties where the exposures are 7. iR {EARMIEETES
considered by the reporting institution to be ZER

non-bank Mainland China exposures

Total

Total assets after provision

On-balance sheet exposures as percentage of

total assets

On-balance
sheet exposure
BEBER
VAP R
HK$ Mn B EE T
RSEFHER
1LRRBR - BRRBfTHESZ
KEEHHBARRALLE
32,612
2 WHBT - B A RTES 2
KEEERBARIRASLE 21,379
3. BERERAREARSKE
AR AR AL 2 E iR
HENBRARARAELE 162,746
4. R Ei(1)ERREHHR
BT 2 i 5,004
5. R EiRQENRE K
TR 2 E i 3,588
EONE 2 Bt - E e
G A =y =
4,092
37,368
] 266,789
MR ERBEE 710,187
BEAERNZ ARAELEE
ERIEL 37.6%

The above figures are disclosed in accordance with the return relating to Mainland
activities the Bank submitted to the HKMA pursuant to section 63 of the Banking
Ordinance in respect of the reporting period, which are computed on the
consolidated basis as required by the HKMA for its regulatory purposes.

ZEE

2016
Restated Z#
Off-balance
sheet exposure
BEARBR
ASM Bt
HK$ Mn BEEET

5928

564

10,955

831

709

2,243

21,235

Total

o
ST

i EE;

HK$ Mn /%@gﬁ

38,540

21,943

173,701

5,835

3,593

4,801

39,611

288,024

VA_E 27 TR B IRIT GG DE 631K - 73R
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Total Tier 1 capital —REXR
Exposure measure B e
Leverage ratio B =R

The disclosure on leverage ratio is computed on the same consolidated basis as
specified in a notice from the HKMA in accordance with section 3C of the Capital
Rules. The relevant disclosures pursuant to section 24A of the Banking (Disclosure)
Rules can be found on the Bank’s website accessible through the “Regulatory
Disclosure” link on the home page of the Bank’s website at www.hkbea.com or at
the following direct link: www.hkbea.com/regulatory_disclosures.

FRREEE AL R

Countercyclical capital buffer ratio

The relevant disclosures pursuant to section 24B of the Banking (Disclosure) Rules
for 2017 can be found on the Bank’s website accessible through the “Regulatory
Disclosure” link on the home page of the Bank’s website at www.hkbea.com or at
the following direct link: www.hkbea.com/regulatory_disclosures.

Under section 3M of the Capital Rules, the capital conservation buffer ratio for
calculating the Bank's buffer level is 1.25% for 2017 and 0.625% for 2016.

The HKMA has designated the Bank as a domestic systematically important
authorised institution (“D-SIB”). Under section 3V of the Capital Rules, the higher
loss absorbency ratio applicable to the Bank is 0.5% for 2017 and 0.25% for
2016.
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2017 2016

HKS Mn BEEERT  HKSMn BEEHET
83,452 69,922

833,035 793,122

% BAE % BNR

10.0 8.8
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2017 2016
%BE DX %BENE
0.464 0.243
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(a) Overdue and rescheduled advances

(a) B R R EHBRK

2017 2016
% of total % of total
advances to advances to
HK$ Mn customers HK$ Mn customers
EEEBREE HRPAHEE
BEEER HEDL BERET MAESH
Advances to customers overdue for BHRFHN
— 6 months or less but over 3 months —3EAN EZ6/EA 576 0.1 455 0.1
— 1 year or less but over 6 months —6AANER1E 765 0.2 1,009 02
— Over 1 year —150RE 2,636 0.5 2,725 06
3,977 0.8 4,189 09
Rescheduled advances to customers REARPAR 108 0.0 107 0.0
Total overdue and rescheduled advances  BEIR K BEE T4 4,085 08 4,296 09
Covered portion of overdue advances EAHRBTEE R 3242 07 2,907 06
Uncovered portion of overdue advances ~ BAHRFGEREZH 736 0.2 1,282 03
Current market value of collateral held
against the covered portion of overdue BB TAE D 2
advances ERmmE 4,508 5,678
Individual impairment allowance
made on advances overdue for BHE3E AL L2
more than 3 months ERREEE 931 1,510

Loans and advances with a specific repayment date are classified as overdue
when the principal or interest is overdue and remains unpaid at the year-end.
Loans repayable by regular instalments are treated as overdue when an instalment
payment is overdue and remains unpaid at year-end. Loans repayable on demand
are classified as overdue either when a demand for repayment has been served on
the borrower but repayment has not been made in accordance with the demand
notice, and/or when the loans have remained continuously outside the approved
limit advised to the borrower for more than the overdue period in question.

An asset considered as an eligible collateral should generally satisfy the following:

(@ The market value of the asset is readily determinable or can be reasonably
established and verified;

(b) The asset is marketable and there exists a readily available secondary market
for disposing of the asset;

(©) The Bank’s right to repossess the asset is legally enforceable and without
impediment; and

(d) The Bank is able to secure control over the asset if necessary.

EREIHAZEN » BEAEHFEER
B WRFEHEBREER - ISIERRE
2o EMoHMEECER  HEPRER
B - MREABIAREE @ RISIERRE
2o AR BIH B - AERERAREE
FBA  EERARREREN - HEKE
B ERABFMAHLEREE - MBS
BBEREAHHR - TIERHERE

AREARIERRNEERNE TG

() ZEEMMEEANKRENSZAA
B EE REER

(b) HAERAESRA = FIHw s
AL

() AfTREEEMNENREERIKERR
BERER R

(d) AMTEERERAIHZEETEESE



The two main types of “Eligible Collateral” are as follows:

(i) "Eligible Financial Collateral” mainly comprises cash deposits and shares.

(i) "Eligible Physical Collateral” mainly comprises land and buildings, vehicles and
equipment.

When the Bank’s clients face financial difficulties and fail to settle their loans,

depending on different situations, the Bank usually takes the following actions to

recover the debt:

(a) Debt rescheduling/restructuring

(b) Enforcement of security

() Legal action

(d) Recovery via debt collector

(b) Advances to banks

Advances to banks overdue for AERITR
— 6 months or less but over 3 months —3{E A E=6fEA
— 1 year or less but over 6 months —6AREZE1F
— Over 1 year —1FE
Rescheduled advances to banks KERIRITHR

Total overdue and rescheduled advances BER M B AR IRI TR
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BRERREZN R TIIME

() AReRERREIZEEREERALR

o

S8 o>

(i) BREDERREBEE L RRBE
CREREME

pi’s

S

it

BARBRT - EARTE S I RN 2
EHEEER - AT RRAUTIAE
R

(a) BENfmEHERERMBBR/ABER
(b) WK G

(0 HEVERETH

(d) EBYWBAREWR

(b) SRATEARK

2017 2016
HKS Mn BEEERT  HKSMn BEEHET
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UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION (CONTINUED)

AEBERHATBER (&)

(9)OVERDUE, RESCHEDULED AND REPOSSESSED ASSETS (CONTINUED)

B  KEARKLDEE @)

(c) Other overdue and rescheduled assets

(0 Rt R KEAEE

2017
Accrued Debt Other
interest securities assets*
PESHFIS. ERRS HitngE+
HKS Mn B%EERT  HKSMn B¥EET HKSMn B¥EER
Other assets overdue for HivmHEE
— 6 months or less but over 3 months —3{AAULZ6MEA 1 - -
1 year or less but over 6 months —6EANLEEIE - - -
— Over 1 year —1ELE - - 1
1 - 1
Rescheduled assets RERERE - - -
Total other overdue and rescheduled assets Hitm R CEEEELE 1 - 1
2016
Accrued Debt Other
interest securities assets*
FESTFIE BES Hin&E*
HK$ Mn BEEETL  HKSMnB®BEET  HKSMn BEEETL
Other assets overdue for HitgiEE
-6 months or less but over 3 months —3{AAU LZ6M@A - - -
— 1 year or less but over 6 months —6EANLEEIE - = =
—Over 1 year —1FHUE - = 1
- - 1
Rescheduled assets BEEEE = = =

Total other overdue and rescheduled assets

Hiaf RS EREELS

*  Other assets refer to trade bills and receivables.

* BMEEEEESEIEREWIER
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(d) Repossessed assets (d) WEIEE
2017 2016
HKS Mn B¥EET  HKS Mn B AET
Repossessed land and buildings * W [E] + 3 ]2 4 * 1,485 333
Repossessed vehicles and equipment LEREY & - -
Repossessed machines LBl == - =
Total repossessed assets W el & EHERE 1,485 333
The amount represents the estimated market value of the repossessed assets as at hESBEERNI12A3TBREEEM G
31st December. '
*  The balance included HK$5 million (2016: HK$19 million) relating to properties that were * BRI BB 5008 T B E4) L & 18 1)
contracted for sale but not yet completed. KR HIEE (20164 : 1,90087T) °
Currency risk is one of the key types of market risk that must be managed. E¥RRAET —BFEEENTIHER
The net non-structural position or net structural position in a particular foreign WMERIINE IS IR B F RS B R
currency is disclosed when the position in that currency constitutes 10% or more BRI AINE F IR A B RSk
of the total net position or total net structural position in all foreign currencies HEBEFRHAELEMI0%AL - EETMU
respectively. The net option position is calculated in the basis of the delta-weighted WEE - HiEe FEIREMEINEHREEL
position of all foreign currency option contracts. ISP RS R RERAE -
2017
Other foreign
Usb JPY EUR RMB SGD currencies Total
ES BE B ARH g Hhghi faE
HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn HKS Mn
BEEER BEEER BEEER BEEER BEEER BEEER BEEER
Spot assets REEE 200,302 1,595 5,951 273,874 22,101 51,301 555,124
Spot liabilties RERR (171,552) (1,500) (4,683) (272,174) (21,188) (47,427) (519,124)
Forward purchases RHEA 255,806 1,387 7,330 231,475 86 11,155 507,239
Forward sales BHEH (274,361) (1,387) (8,450) (242,554) (991) (14,953) (542,696)
Net options position Rt (8,868) @ (69) 8,954 - 2 17

Net long/(short) non-structural ~ FE&EiE1ER /()
position BFE 1,327 923 79 (1,025) 8 78 560
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usb JPY EUR
e B BT
HK$ Mn HK$ Mn HK$ Mn
AEEET  BYEER B¥EER
Spot assets REEE 186,600 4,924 5,852
Spot liabilties BEEH (172,440) (1,602 (3934)
Forward purchases EHEA 184,475 1,287 2,731
Forward sales RHE (191,621) (4,577) (4,638)
Net options position HERTE (9,366) (6) (6)
Net long/(short) non-structural ~ FE&IEHER /(F2)
position ®¥a (2,352) 26 5
uUsD RMB
Y3 ARM
HKS Mn HKS$ Mn
BEEER BEEER
Net structural position BBIERE R (6,965) 14,584
usb RMB
= ARE
HK$ Mn HK$ Mn
BEREBT BEREBT
Net structural position BEIERE TR 2,173 12,834

The current year's figures are prepared after elimination of inter-branch foreign
exchange transactions within a subsidiary, BEA China, for the purpose of
conforming to the prevailing reporting requirements.

The above figures are disclosed in accordance with the return relating to foreign
currency positions the Bank submitted to the HKMA pursuant to section 63 of the
Banking Ordinance in respect of the annual reporting period, which are computed
on consolidated basis as required by the HKMA for its regulatory purposes.

The Pillar 3 regulatory disclosures for this year which are prepared in accordance
with the Banking (Disclosure) Rules and disclosure templates issued by the
HKMA can be found on the Bank’s website accessible through the “Regulatory
Disclosures” link on the home page of the Bank’s website at www.hkbea.com or
at the following direct link: www.hkbea.com/regulatory_disclosures .

2016
Other foreign
RMB SGD currencies Total
ARB HTIETT H ik et
HK$ Mn HK$ Mn HK$ Mn HK$ Mn
E¥EEr  B¥EER  A%EER  B¥AEEn
273,715 20,885 47,482 539,458
(253,575) (24,727) (42,611) (498,839)
130,912 4,880 5,073 329,358
(161,274) (1,628) (9,855) (373,593)
9,233 = (12) (157)
(989) (590) 77 (3,823)
2017
Other foreign

MYR currencies Total

B Hirshg g

HKS Mn HK$ Mn HK$ Mn
BYEBET BEBET BEEEL
2,271 966 10,856

2016
Other foreign

MYR currencies Total

Sk Hit g Foe

HK$ Mn HK$ Mn HK$ Mn
BEEET BERET BEBET
2,033 903 17,943

AEENBRFREREE K FRARRETE
BENTTZEHINER ZEEREE - UFE
BITHRMEER -

BA EBF TR BRI TR IR )E63 16 - B4
EHREHRALERERXAMIBEINEB LD
Rk EREWE - A ERRBEESER
RRAERERBEM]ERRSERATRR

EXREERBEAHRAFEZRERR
BCRITE(RB)RADMHE - M
BFT M B B BE R AR - AT B B AN 1T 4Bk
www.hkbea.com* B[ B E# 7 |HEE
5 1% www.hkbea.com/html/tc/bea-about-
bea-regulatory-disclosures.html #) & # &
%}g o



2016 Scheme
[20165H&l]

2017 AGM

[2017 RRAFFE ]

2018 AGM

[2018 RRAFFE |

Article of Association
B4 = 2408

AUM
[EREE]

Bank Group or BEA Group or Group

[5RE ] X [AKE ]

Bank or BEA
[A77] 3 [REEERTT]

Bank Culture Reform

[RITREERRE

Banking Ordinance

CERITERIEH

BEA China
[FREHE]

BEA Foundation
[RBRITEEES

BEA Hong Kong
[REBEE]

BEA Life

[REAE]

BEA Union Investment
[RpEERE ]

Blue Cross

[B+F]

BM

r§$ = E Fl

Board
[E=xg]
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AR 5%

Staff Share Option Scheme approved by the shareholders of the Bank on 8th April, 2016 and apdopted
on 19th April, 2016

M 20164 4 A 8 B E#ERN20164F 4 A 19 B AN E B 22

an AGM of the Bank held in the Grand Ballroom, Four Seasons Hotel, 8 Finance Street, Hong Kong on
Friday, 5th May, 2017 at 11:30 a.m.

AITR2017F5 ASHERA LT MK 300 EB BT REBEFSHUFREACERTHIRTAFES

an AGM of the Bank to be held in the Grand Ballroom, Four Seasons Hotel, 8 Finance Street, Hong Kong
on Friday, 11th May, 2018 at 11:30 a.m. or any adjournment thereof

AITHRR 201845 A 11 REMA EF 1M B30 0 &R ETREAE 8 KU BEARERTHEIRASF
BE A HEES

the Audit Committee of the Bank
TN EZERE

Audit Committee Meeting
ENLZEREE

an Annual General Meeting of the Bank

FTHRRAFES

the articles of association of the Bank (as amended, modified or otherwise supplemented from time to time)
RITHAEERAR - BETEHERT  BBEAE M AT

Assets under management

EREE

The Bank and its subsidiaries

RORITREMBEAR

The Bank of East Asia, Limited, a limited liability company incorporated in Hong Kong
RLRITERAT - RESEMEZOERAT]

The circular in respect of Bank Culture Reform, issued by the HKMA on 2nd March, 2017
SEBRR2017F3 A2 BERZRITEELRE RS

the Banking Ordinance (Chapter 155 of the Laws of Hong Kong)
CRITENRDI (BEEDIE 155%)

The Bank of East Asia (China) Limited, a wholly-owned subsidiary of the Bank
RDIRTT (PE) BRAA - AT BB AR

The Bank of East Asia Charitable Foundation Limited, of which the Bank is the sole member

RERITEEESARAR  ATRHEE—KE

The Bank's operations in Hong Kong

RITOBE B X

BEA Life Limited, a wholly-owned subsidiary of the Bank
REABRBERATR - AMTHE2 BB AR

BEA Union Investment Management Limited, a non-wholly-owned subsidiary of the Bank

REMBIKEERERAR - ATHFEZEWRB AR

Blue Cross (Asia-Pacific) Insurance Limited, a wholly-owned subsidiary of the Bank
E+F (EX) RBRBRAGR - AMTHEEMEB AR

Board Meeting
BExge:

Board of Directors of the Bank

RITMESE
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GLOSSARY (CONTINUED)

AR (&)

BVI
[HBRES ]

Capital Rules
[KERRA]

CFSH
Likd

CG Code
[KeZEEB=FAID]

CG-1
[CG-1]

CG-5
[CG-5]

CHF
[Em0RRR |

China or Mainland or Mainland China or PRC

[FhER | 3k [t ]

Circular
[ 380K |

CNY or RMB
[ARY]

Companies Ordinance or Ordinance

KNGS ARSCSINA

Credit Gain
[ REIT ]

CSR
[ e BRE]

Director(s)
[E=x]

DIS
[FRRRAR & 3R
EAS

[REFEH]

EA Qianhai
[RIR1E]

ED
[HITES]

Guidance on Empowerment of INEDs

[EA B FETE RN E XA 55

ERM
[bREREHE ]

British Virgin Islands
RBELEE

Banking (Capital) Rules issued by the HKMA
SERBEME (RITHE (BARRA)

China Financial Services Holdings Limited

PEERREEEARAR

Corporate Governance Code and Corporate Governance Report, Appendix 14 of the Listing Rules

CEMRAD Sk 14 AE e (REREATRD R(BEREERE)

Supervisory Policy Manual CG-1 on Corporate Governance of Locally Incorporated Authorized Institutions,
issued by the HKMA

SEREM 2 EEBRFMCG-1 WAR (ABEMRBAIEBHREER)

Supervisory Policy Manual CG-5 on Guideline on a Sound Remuneration System, issued by the HKMA

SERREM  EERRFMCG-5 AER (RIENFHBHIZIES)D

Swiss franc

WmiEEEE

People’s Republic of China
PEARKEFNE

the circular to the Shareholders dated 4th April, 2018
HEA20184F 4 B4 BRBBRFBH

Chinese yuan or Renminbi, the lawful currency of the PRC

HELEERH

the Companies Ordinance (Chapter 622 of the Laws of Hong Kong)
CRRNED) (BAEEDIE622F)

Credit Gain Finance Company Limited, a wholly-owned subsidiary of the Bank
REMBERAR  AMTNE2EHB AR

Corporate social responsibility
TEMEET

includes any person who occupies the position of a director, by whatever name called, of the Bank or
otherwise as the context may require

BREEAEBRATESBRAUNA L (PREBEIE) - AXBSEMENAL
Default Investment Strategy

TRRRIRE SRS

East Asia Securities Company Limited

REEFARAT

East Asia Qianhai Securities Company Limited

REAGESAREMERR

Executive Director of the Bank

RTHBITES

The guidance on Empowerment of Independent Non-Executive Directors (INEDs) in the Banking Industry
in Hong Kong, issued by the HKMA on 14th December, 2016

SERN20165F 12 B 14 AR ZIBABBRITEBLIEMTEENE R NES

Enterprise risk management
hERRERE



EUR
[ Bz |

FX
[N |

GBP
[58% |

GDP
[t 4 EAafE )

General Managers
[HasEaR |

Greater Bay Area
[RBE

HK$ or HKD
[

HKAS
[EEGTLER ]

HKEX
[BAR S

HKFRS
[EAMBHRELER ]

HKICPA
[BEBEEAE]

HKMA
[£ER]

Hong Kong or HK
[&%]

HKFRS9
[EAT5 R E R 95 |

INED(s)
[ IERITEE ]

JPY
GLET

Listing Rules

[ EmARAD)

Macau Branch
R 517]
Moody's

[ 23 ]

MPF
[atas ]

MYR
[ 5%

Euro
BZEREATEEE

Foreign Exchange

SN

Pound sterling, the lawful currency of the UK

REVEEE

Gross domestic product

R AEERE
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GLOSSARY (CONTINUED)

A 5 (

All Division Heads and Executive Director & Chief Executive of BEA China of the Bank

RIMEDREERREFENATEERITR

Guangdong-Hong Kong-Macao Bay Area

SR E

Hong Kong dollar, the lawful currency of Hong Kong

BREEEH

Hong Kong Accounting Standards

Es gL

Hong Kong Exchanges and Clearing Limited
BERRGREERBRAR]

Hong Kong Financial Reporting Standards

BRI BWELER

Hong Kong Institute of Certified Public Accountants

BRGNS

Hong Kong Monetary Authority

FEEREER

Hong Kong Special Administrative Region of PRC
hEARKMBEERITHREZ

Hong Kong Financial Reporting Standard 9: Financial Instruments

BAPBHHEEREIN  ERMTAE

Independent Non-executive Director(s) of the Bank

RITHBIIFITE S

Japanese yen, the lawful currency of Japan

BAEEER

the Rules Governing the Listing of Securities on the Stock Exchange (as amended, modified or otherwise
supplemented from time to time)

WP (B E AR - ETRHERT IS E K7

the Bank’s branch operations in Macau

RITHRPIDTT

Moody's Investor Service

BEERERS

Mandatory Provident Fund

SREIEATES

Malaysian Ringgit, the lawful currency of Malaysia

BHRABEERR

V=1

M=

)
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GLOSSARY (CONTINUED)

AR (&)

NED
[FERTTES

NGO(s)
[ FEBU A

QL Finance
[EEE]

RIC

Senior Management
[SEEBAE]
SFO

(EHFREE G

SGD
[ 032 |

Share

(&5 ]

SMBC
[=HERET]

SMEs
e/t |

Stock Exchange
[ B 32 FfT |

Taiwan Branch

A AT

TWD
[ &% ]
UK

[ B ]

us
[<E )

Us$ or USD
[E

the Nomination Committee of the Bank

AOIMREEZRE R

Nomination Committee Meeting

Ti%i,\ = El G

Non-executive Director of the Bank
RTHZEMITE S
Non-governmental organisation(s)

FEBATHRE

QL Finance Company Limited
HEEERRAR

the Remuneration Committee of the Bank
FIWFHEES

Remuneration Committee Meeting
TWEESER

the Risk Committee of the Bank

AIWEBREZES

Risk Committee Meeting
RpEEeEE

5 /A

the Chief Executive, Executive Directors and Deputy Chief Executives of the Bank

RITHOTTIRAEE - ITEE REITTRAER

the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong)

FHRPEED) (BEREPIFE ST &)

Singapore dollar, the lawful currency of Singapore

HNBUEEEH

Ordinary shares of the Bank
AITE B
Sumitomo Mitsui Banking Corporation

=HERRTT

Small and medium-sized enterprises

GRS S

The Stock Exchange of Hong Kong Limited
EBMARZHARIE

the Bank'’s branch operations in Taiwan
RITNREDTT

Taiwan dollar, the lawful currency of Taiwan

=) /%/ﬁﬁ_‘(bm

United Kingdom
®E

United States of America
EFRE R

United States dollar, the lawful currency of the US
EREEEN



SHAREHOLDER INFORMATION BREREFR

FINANCIAL CALENDAR g Y=k
2017 full year results announced 22nd February, 2018 D207 FERFEE 20182 A 22 H

2017 Second Interim Dividend declared 22nd February, 2018

Ex-all date for 2017 Second 8th March, 2018
Interim Dividend

SMIKE 2017 FEE kP HRE
017FZHEZR
FRHARG B B B E

TR AP BT A

2017 EEFEDRPHIIRE

2017 FEEIR

201842 A 22 H
201843 A 8H

12th March, 2018
and 13th March, 2018

13th March, 2018

20183 H12H
X 2018%3 A13H

20184F3 A 13 H

Closure of register of members
- 2017 Second Interim Dividend

Record date for 2017 Second

Interim Dividend i EAfR S0 8% A AR

Despatch of Scrip Dividend Scheme 13th March, 2018 AR BT E 20183 A 13 H
Listing Document and Form of Election X RERRE

Despatch of dividend warrants and (on or about) FE2017FE (K1)

share certificates for 2017 Second 4th April, 2018 FRRERR S E 20184 A 4H
Interim Dividend MARE
Closure of register of members From 4th May, 2018 EpRRP e T E H20184E5 F4 H
- 2018 AGM to 11th May, 2018 -2018RRAFFE Z£2018%F 5811 H
(Both days inclusive) (BEEEMX)

2018 AGM 11th May, 2018 2018 R AFEE 2018F5A11H
2018 interim results to be announced August, 2018* A2018 FEFEIZEE 20184E8 A *
* Subject to change *a[ FEH

SHARE LISTING Rp £

The Stock Exchange of Hong Kong Limited BEAHMER AR AR

SHARE REGISTRAR R B TLE

Tricor Standard Limited BEREFRAR]

Telephone: (852) 2980 1768 55 (852) 2980 1768

Facsimile: (852) 2861 1465 {85 (852) 2861 1465

ADR DEPOSITARY BANK EHTEEERAETERT
BNY Mellon BNY Mellon

B 5% 1-888-BNY-ADRS
B #H : shrrelations@cpushareownerservices.com

Telephone: 1-888-BNY-ADRS
E-mail: shrrelations@cpushareownerservices.com

REGISTERED OFFICE s T
10 Des Voeux Road Central, Hong Kong HBEEHET 1055
Telephone: (852) 3608 3608 55 (852) 3608 3608

{5E : (852) 3608 6000
Ak - www.hkbea.com
TES : info@hkbea.com

Facsimile: (852) 3608 6000
Website: www.hkbea.com
E-mail: info@hkbea.com

This Annual Report (both English and Chinese versions) is now available in printed form and on the website of the Bank at www.hkbea.com and HKEx's
website at www. hkexnews. hk.

Notwithstanding any choice of means for the receipt of Corporate Communications (i.e. either receiving a printed copy or by electronic means through
the Bank’s website) previously made by Shareholders and communicated to the Bank, Shareholders may at any time change their choice, free of charge,
by giving reasonable notice in writing to the Bank’s Share Registrar, Tricor Standard Limited, at Level 22, Hopewell Centre, 183 Queen’s Road East, Hong
Kong or by fax to (852) 2861 1465 or by email to BEA0023-ecom@hk.tricorglobal.com specifying your request together with your full name and contact
telephone number.

R (XX REXHRA) B IR R B ATTAIN, (A4 2 www.hkbea.com) RZEE35 R ix B FrA R A FIAF: (#94F 4 www.hkexnews.hk) H948_E
BEFHRA -

R IR BT S BB BIAALE 7 2 (BPYER Ef R 2L iR AN 7T AE UL B B B -FHRAN) HEMH (L (a3 1D 5 7 BB FE A AN AT T + IR R RIBERF (A1 K7 TR 17 &
R EEREGR A A] - it REEEEAKER 183 & 02218 » SLUEE (51573 (852) 2861 1465) L E#H (BEA0023-ecom@hk.tricorglobal.com)
FHABEEFMN - U BRIIEE - BADE o ZBMELH B TEXEREZEF  2ERBEES -



& BEARDRIT

Head Office #4T 10 Des Voeux Road Central

Hong Kong
HRRBWETI05

Telephone ZEFE (852) 3608 3608
Facsimile {#E (852) 3608 6000
Website it www.hkbea.com
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